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REVENUE ACT OF 1962

THURSDAY, APRIL 26, 1962

U.S. SENATE,
CoMMITTEE ON FINANCE,
‘ Washington, D.C.

The committee met, p:irsuant to recess, at 10 a.m., in room 2221, New
Senate Office Building, Senator Harry F. Byrd (chairman) presiding.

Present: Senators Byrd, Gore, Douglas, Williams, Carlson and
Curtis.

Also present : Elizabeth B. Springer, committee clerk ; and Colin F.
Stam and L. N. Woodworth of the Joint Committee on Internal Reve-
nue Taxation.

The CaarMan. The committee will come to order.

Senator CarLson. Mr, Chairman, I want to submit for printing in
the record at this point the Baker-Herlong bill, H.R. 2030.

The CHalrMAN. Without objection the insertion will be made.

Senator Carrson. I think I should state this is a revised version of
the bill as introduced by Mr. Herlong on January 6,1961 and no doubt
we will have testimony on it and it will receive further consideration
by the committee. '

(The bill referred to follows:)

87Ta CONGRESS
18T SESSION

H.R. 2030
(As revised)

IN THE HOUSE OF REPRESENTATIVES

JANUARY 6, 1961

Mr. Herlong introduced the following bill ; which was referred to the Committee
on Ways and Means

A BILL

To amend the Internal Revenue Code of 1954 so as to provide for scheduled personal and
corporate Income tax reductions, and for other purposes.

Be it enacted by the Senate und House of Representatives of the United States
of America in Congress assembled,

SeEcTION 1. Section 1(a) of the Internal Revenue Code of 1954 (relating to
rates of tax on individuals) is hereby amended by inserting before “Rates of Tax
;)n Individuals’” the number “(1)” and adding a new paragraph (2) to read as

ollows :

*(2) SCHEDULE FOR REDUCTION OF TAX ON INDIVIDUALS.—In the case of each
. taxable year beginning on or after the date specified {n the following subpara-
graphs, the tax imposed by paragraph (1) shall, subject to the provisions of sec-

2853



2854 REVENUE ACT OF 1962

tion 22, be determined under this paragraph at the rates pnovlded and effective
for the taxable years prescribed in the following subparagraphs
“(A) For taxable years ‘beginning on or after January 1, 1962;

“If the tazeable inceme is:

Not over $2,000 e e
Over $2, but not over 4,000 -~
Over $4,000 but not over 6,000 -

o] 6,000 but not over 8,000 ... -
0::: 8,000 but not over $10,000-____

Over $10,000 dbut not over $12,000....

Over $12,000 but not over $14,000
Over $14,000 but not over $16, 1000 ___

Over $16,000 but not over $18,000_..
Over $18,000 but not over $20,000___.
Over $20,000 but not over $22,000....
Srer 120 B 25t S fagoeno
Over $82,000 but not over $38,000- ..
Over $38,000 but not over $44,000..._
Over $44,000 but not over $50,000--._
Over $50,000 but not over $60,000..__
Over $60,000 but not over $70,000._._
Over $70,000 but not over $80,000__.._
Over $80,000 but not over $90,000__._
Over $90,Q00 but not over $100,000__.
Over $100,000 but not over $150,000..
Over $150,000 but not over $200,000-.
Over $200,000__.._._ e m—————————

is3

% of the taxable income.
890. plus 21, 25% of excess over $2,000.
: lus 28.25% of excess over

31 820. p!us 29? of excees over $6,000.
plus 82.8% of excess over,

82.%50. lus 86.5% of excess over

s zsd, plus 41% of excess over $12,000.,
lus 44.56% of excers over

1
$4,990, plus 47.5% of excess over
$5,940, plus 50.5% of excess over
ig 950. plus 53% of excess over $20,000.

plus §8% of excess over $22,000.
11 é25&)01,:lms 8.59% of excess over

31 760 plus 61.5% of excess over

$17 450 pluc 65% of excess over
$21 ,360. ‘Plus 68% of excess over
$28, 440 pluu 70.5% of excess over
$8 Aéo plus 73.8% of excess over
sss sso, ‘Plus 769% of excess over '
$4 430, ‘Plus 799% of excess over
$55,330, Dplus 82% of excess over
$63,480, plus 83.89% of excess over
$108,280, plus 85% of excets over
$147,730, plus 86.5% of excess over
$200,000.

“(B) For taxable years beginning on or after January 1, 1963 :

“If the taxable income is:
Not over $2,000 o ____________.

Over 4000 but not over
Over $6,000 but not over
Over g ,000 but not over $10, 000-
Over $10,

Over $12,000 but not over $14,000__. .
Over 14 000 but not over $16,000____
Over wooo but not over $18,000-__
Over $18,000 but not over ,000____
Over 20.000 but not over $22,000____
Over 322,000 but not over 1000_---
Over $26,000 but not over ———
Over $32,000 but not over 000__--

Over $38,000 but not over $44,000..._
Over $44,000 but not over $50,000....
Over $50,000 but not over $60,000.....

gmn

in3
193 of the taxable income.
$380,000, plus 20.89% of excess over

pl us 24. 5% of excess over §4 , 000,

')

éo us 28% of excess over $6,000.
840, pl 81% of excess over $8,000.

4-60. plus 35% of excess over

3, 136 plus 39% of excess over $12,000.
3.9 .plus 42 ot excess over ,000,
4,780, plus 439 of excess over s
5,680, plus 489 of excess over §18,
8,640, plus 80% of excees over $20,
7.640 plus 53% of excess over $22,000.

9,7 plns B5% of excess over 26,000.
il g);b plus 589% of excess over
$1 .540. ‘Plus 619% of excess over

4
S2§ ,200, plus 649% of excess over

%'.

" Over $60,000 but not over $70,000
Over $70,000 dut not over $80,000-...
Over $80,000 but not over $90,000_ ...
Over $90,000 but not over $100,000-__
Over $100,000 but not over $150,000-._
Over $150,000 but not over $200,000__ ..
Over $200,000..___._____ ——m——mem———

b44,000.
$24,040, plus 689% of excess over
3 o lus 69
$ im"hnpus % o0f excess over
37,540, plus 71 of excess over
¥ 0,000.” %
344.04&0 plus 74% of excess over

%80 A

(13 i)(:)40. plus 76% of excess over

$5 .%4'(?. ‘plus 789% of excess over

89&.646, lus 809% of excess over

$138,640, plus 8296 of excess over
$200,000. %
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“(0) For taxable years beginning on or after January 1, 1064:

“If the tazsble income is:
Not over $2,000 -
Over §2, but not over i4,000 ......
Over $4,000 but not over $6,000.

Over $8,000 but not over $8000.
Over $8,000 but not over §10,

Over
12,000 but not over X
14,000 X
16,000
18.000 but not over
0,000 but not over $22,000. -
22 :000 but not over. $26,000
Over 26.000 but not over $32,000. -
Over $82,000 but not over $38,000_____
Over $88,000 but not over $44,000.._--
Over $44,000 but not over $50,000 .

Over $50,000 but not over $60,000.

S

Over $70,000 but not over $80,000-...-
Over $80,000 but not over $80,000...__
Over $90,000 but not over $100,000....
Over $100,000 but not over $150,000._.
Over $150,000 but not over $200,000.. .
Over $200,000.

The tax

of excess over
of excess over
of excess over
of excess ovey
of excess over
of excess over
of excess over

of excess over
of excess over

81% of

plus
$14,710, ‘plus
$1 ksségb plus
44,000,
$2 260 plus
‘2343%6360 plus
$ 950 plus
;s% 160 “plus
$4 b%é&o.plul
‘5 l})%o pluo
,166

; abloti:))boplm

of
of
of
of
of
of
of

589%
56%
57%
60%
62%
84%
66%
8% of
0% ot
72% of

excess
excess
excess
excess
excess
excess
exceas
excess
excess
excess

2,000
6,000
80
0,000,
12,
14.
18.

%oooo

...§

(D) For taxable years beginning on or after January 1, 1965:

“If the taxable
Not over

lneomo is:
Over ) but not over $4,000.....-
Over 4,001) but not over $6,000.....-
Over $5.000 bat .}L"t‘o%i'sgs i
Over $10 ,000 but not over 312 000__.__
Over $12,000 but not over $14,000....
Over $14,000 but not over $18,000.___
Over $16,000 but not over $18,000.._.
Over $18,000 but not over $20,000....
Over $20,000 but not over $22,000....
Over $22,000 but not over $26,000.._.
Over $28,000 but not over $32,000....
Over $82,000 but not over $38,000..__
Over $38,000 but not over $44,000._..
Over $44,000 but not over $50,000_.__
Over $30,000 but not over $60,000....
Over $60,000 but not over $70,000____
Over $70,000 but not over $80,000..-
Over $80,000 but not over $90,000-...
Over $80,000 but not over $100,000.__
Over $100,000 but not over $150,000--
Over $150,000 but not over $200,000__
Over $200,000.

13
9..

-

The tax
17

is:
of the taxable income.
of excess over
of excess over
of excess over
of excess over
8% of
of
of
of
of

of

31%
32%
35%
86%
88%
40%
41%
48%
45%
47%
48%
51%
52%
54%
56%.

-

"a
RO S bt
Bhe

883126, plus
$7 7260001'”:::
n; ,180, plus
$ 316&)0 plus
[ 33 4 plus
'13 250 ‘plus
50,000
,odo plus
szg uio ‘Plus
ssg 8§6 ‘plus
$38,760, plu-
ux.ado 58%
100,
$78,386 60%
$1 %’aéo 'plul 0%
$200,000.

of

of

of
of
of
of
of
of
of
of
of

of
of

exces

excess
excess
excess
excess
excess
excess
excess
excess
excess
excess
excess
excess
excess
excess

excoss
excess
excess
" excess

Looo
over
over
over
over
over
over
over
over
over
over
over
over
over
over
8 oOver
over
over
over
over



2856 REVENUE ACT OF 1062
“(E) For taxable years begining on or after January 1, 1966 :
“u “&‘Otu::’g}‘e ;n'b’”m.-i.'.‘ ................. The ‘1.(? :. xof the taxable income.

Over $4,000 but not over
Over 36,000 but not over

Over $2,000 but not over §
Over §8,000 but not over

Sec. 2. Section 1(b) of the Internal Revenue Code

rates of tax on hea's of households) is hereby amended :

320, plus 17.59% of excess over §
870, plus 20% of excess over $4,00
1,070, plus 219 of excess over §
1,490, plus 22% of excess over §

2,000.
,000.

8,000.
$8,000.

Over $10,000 but not over $12,000._.__ l,sslfg), plus 249% of excess over
S r $14,000. . 2,410, plus 289 of excess over $12,000.
8:3 E%?.ggg .t))g: 23% g::r ! 16,000 - i 2,930, glus 27'7: of excess over $14,000
Over $16,000 but not over $18,000 $3,470, plus 28% of excess over $16,000
Over $18,000 but not over $20,000 4,030, plus 309 of excess over $18,000
Over $20,000 but not over $22,000 - 4,830, plus 329% of excess over $20,000.
Over $22,000 but not over $268,000._-- 5,200, plus 33% of excess over $22,000.
Over $26,000 but not over $32,000.___ $6,610, plus 349% of excess over $26,000.
Over $32.000 but not over $38,000.___ 8,650, plus 36% of excess over $32,000.
Over $38,000 but not over $44,000..__ 31 )581860 plus 37% of excess over
Over $44,000 but not over $50,000__-_ $13 ,&3'8, 'plus 88% of excess over
Over $50,000 but not over $60,000_.__ $1 k%fg.o'plus 39% of excess over
Over $60,000 but not over $70,000____ $1 >b21'0bo'plus 409% of excess over
Over $70,000 but not over $80,600____ szisi.?l'gbo'plus 419 of excess over
Over $80,000 but not over $90,000..__ $2 ;,ssfgbo'plus 449, of excess over
* Over $90,000 but not over $100,000.._ $31 .7(}'(()),0 O'plus 46% of excess over
- Over $100,000 but not over $150,000-_ $3¢ ﬁﬁl})boglus 489% of excess over
Over $150,000 but not over $200,000.__ ‘6"'&13' o &ilus 50% of excess over
Over $200,000.. oo oooomoeeane $85,310, S'lus 52% of excess over
$200,000.
“(F) For taxable years beginning on or after January 1, 1967:
“If the taxable income fs: The tax is:

Not over $2,000_ oo 153& of the taxable income.
Over $2, but not over $4.000____.__ $800, plus 189 of excess over $2,000.
Over $4,000 but not over $6,000_.__.._ 620, plus 179% of excess over $4,000.
Over $6,000 but not over $8,000_._. 960, plus 18? of excess over $6,000.
Over $8,000 but not over $10,000_ 1,330, plus 199% of excess over $8,000.
Over $10,000 but not over $12,000_ 1,700, plus 209% of excess 6ver $10,000.
Over $12,000 but not over $14,000. 2,100, plus 21% of excess over $12,000
Over $14, hut not over $16,000..___ 2,520, plus 22% of excess over $14,000.
Over $16,000 but not over $18,000_____ 2,060, plus 239% of excess over $18,000.
Over $18,000 but not over $20,000....__ 3.420, plus 249% of excess over $18,000.
Over $20,000 but not over $22,000___._ 3,900, plus 25% of excess over $20,000.
Qver $22,000 but not over $26,000_____ 4,400, plus 2689 of excess over $22,000.
Over $26,000 but not over $32,000. 5,440, plus 27% of excess over ,000.
Over $32,000 but not over $38,000. 7,080, plus 289 of excess over $32,000.
Over $38,000 but not over $44,000- 8,740, plus 209 of excess over $38,000.
Over $44,000 but not over $50,000_ 31880 o plus 309% of excess over
Over $£50,000 but not over $60,000_.____ $1 280 'plus 319% of excess over
Over $60,000 but not over $70,000_____ $15.3§0 'plus 32% of excess over
Over $70,000 but not over‘sso,ooo ..... $1 ?%égbo'plus 349, of excess over
Over $80,000 but not over $90,000.._- . szxéséo. ‘plus 389% of excess over
Over $90,000 but not over $100,000____ $2 .560 'plus 38% of excess over
Over $100,000 but not over $150,000___ $2I i%%oéo'oplus 419 of excess over
Gver $150,000 but not over $200,000. - . 84:-),886. slus 449 of excess over
Over $200,000. .. oo ____ 71,880, plus 47 of excess over

$ $200,000" %

of 1954 (relating to

(a) by deleting from paragraph (1) the words ‘“The amount of the tax
shall be determined in accordance with the following table:” and inserting
in Heu thereof “The amount of the tax shall be determined, subject to the
provisions of section 22 (except that section 22 shall not apply to subpara-
graph (A) hereof), under the following subparagraphs for each taxable
year beginning on or after the date specified in the following subparagraphs:



“If the taxable incomo is:
Not over
Over
Over
Over
Over
Over 310,000 but not
Over $12,000 but not
Over 1% /000 but not
Over $16,000 but not
Over $18,000 but not
Over 20000 but not
Over $22,000 but not

Over $24,000 but not
Over $28,000 but not

Over $32,000 but not

4 ,000 but not over
6,000 but not over
8000 but not over

REVENUE ACT OF 19082

over
over
over
over
over
over
over

i 12,000
1

000___
24,000_-"

over $28,000___.
over 32000__-_

over $38,000__._

The tax ll:

et
Q

lus 23

2857

“(A) For taxable years beginning on or after January 1, 1954:”
(b) by adding to paragraph (1) the following new subparagraphs.
“(B) For taxable years beginning on or after January 1, 1962:

6% of the taxable income.

888. plus 20.5% of excess over

1,2 lus 2
1, 76 glus 20
0, plus 31
35
7

920,

§7,856.
9.810, p

su.sfo plus

pllu 49?1

55%

of excess over

$2,000
of excess over $4,000.
of excess over, gs,

of excess over

,000.
000.

of excess over

'y

of excess over

of excess over

of excess over

0
020, plus 459 of excess over $20,000.
lus 46.5% of excess over

of oxoeso over $24,000.

5% excess

of excess

Over $38,000 but not over $44,000.___
Over $44,000 but not over $50,000.___
Over $50,000 but not over $60,000..__.
Over $60,000 but not over $70,000.___
Over $70,000 but not over $80,000____
Over $80,000 but not over $90,000..__
Over $90,000 but not over $100,000___
Over $100,000 but not cver $150,0600__
Over $150,000 but not over $200,000..
Over $200,000 but not over $300,000._
Over $300,000....-. cmceeemmcmea———

Slg?lgfo plus B8.59%
338330091“ 62.5%
;23"4‘,;8"0
, plus 64%
szg,séo. ‘plus  67%
835530 plua 69.5%
343460 plus 2%
MSedo. ‘Plus  75%
$57,180, | 8%
$9 .1586. 829%
$137,180, plus 869%

lus

of
of
of
of
of
of
of
of
of
of

excess
excess
excess
excess
excess
exceds
excessy
excess
excess
excess

292,180, plus 86.5% of excess
¥ 00.000" %

“(C) For taxable years beginning on or aicer January 1, 1963 :

“If the taxable income is:

Not over $2,000__.___________
ver $2,000 but not over $4
Over $4,000 but not over
Over 6 000 but not over
Over $8,000 but not over

§3gﬁ. plus 20
$7180, plus 229,
$1 220 plus 2

of the taxable income,
of excess over $2,,000.
of excess over
9% of excess over
00, plus 28% ot excess over

Over not
Over not
Over not
Over $18, not
Over $18, not
Over not
Over § not

over
over
over
over
over
over
over

$2 260. plus 30% of

$2, ,860, plus 349

3,540, plus 35

4 240, plus 389
000 plus 399%

5 780, plus 439%
6,840, plus 449%

excess over
of excess over

ie 050:

over
over
over
over
over
over
over
over
over
over
over
over
over

of excess overs
of excess over
of excess over

of excess over
of excess over

Over $24, not
Over §52:000 but net
Over $38,000 but
Over $44,000 but
Over $50,000 but
Over $60,000 but over $70,000____
Over $70,000 but noi over $80,000____
Over $80,000 but not over $90,000__.._
Over $80,000 but not over $100,000.__
Over $100,000 but not over $150,000__
Over $150,000 but not over $200,000...
Over $200,000 but not over $300,000._
Over $300,000._ .. _._____

over
over
over
over $44,000. ___
over $50,000__._

over $60,000____

not
not
not
not

§ 9 360,
$11,320, plus

000.
slido plus
$17,740, )plua
$21,280, plus
$27,280, plus

80,000,
$33,580, plus
$4 .oéo, 'plus
$4 .88’0, 'plus
$53,880,

100,
$90,380,
$128,880, plus
$208,880, plus

$300,000.

65%
59%
60%
63%
65%
68%
0%
73%
7%
80%
82%

7 520, plus 48% of excess over
, plus 49% of excess over
52% of

of
of
of
of
of
of
of
of
of
of
of

excess
excess
excess
excess
excess
excess
excess
excess
excess
excess
excess

eXCess
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“(D) For taxable years begiuning on or after January 1, 1964:

“If the taxable income is:

Not over $2,000.
Over $4,000 but not over
Qver $6,000 but not over
Over $8,000 but not over HO,
Over $10,000 but not over $12
Qver $12,000 but not over $1
Over $14.000 but not over $16,
Qv 16,000 but not over
Oovr ls 000 but not over
00 but not over

22, )00 but not over
24,000 but not over
28.000 but not over
2, but not over
Over $38,000 but not ~wer $44,000...
Over $44,000 but not over $50,000____
Over $50,000 but not over $60,000.._._
Over $60,000 but not over $70,000____
Over $70,000 but not over $80,000___
Over $80,000 but not over $90,000._.._
Over $90,000 but not over $100,000.__
Over $100,000 but not over $150,000._
Over $150,000 but not over $200,000-_-
Over $200,000 but not over $300,000__

Over $300,000..

Over
Over

The tax is:

8% of the taxable income.

8 plus 19% of excess over

plus 21% of excess over

1 1éo plus 249, of excess over

1, 620 plus 259% of excess over
1120, p us 28% of excess over
,680, plus 30% of over

3,280, plus 82% of excesa over
3,920, plus 349 of excess over

4,600, plus 85% of excess over

28,300, plus 389% of excess over

,080, plus 409% of excess over

§ 15.860, plus 41 9% of excess over

8 of excess over

4089 of excess
489%
851%

52%
85%
57%
59%
615

of
of
of
of
of
of
of
of
of
of
of

'plus excess

.plus excess

plus excess
823.110, plus
$2 eéo plus
$3 aéo plus
$41,220, plus
47,320, plus 64%
iw,ézo.' lus 67%
$112,820, plus 70%

$1 2sé360p1us 2%

excesg
excess
excess
excess
excess
excess
excess
excess

“(B) For taxable years beginning on or after January 1, 1965:

“If the taxable lneomo fs:

Not over $2,000. oo
Over $2,000 but not over
Over 4000 but not over
Over $6,000 but not over
Over $8,000 but not over
Over 310 ,000 but not over
Over $12,000 but not over

Over $14,000 but not over
Over $16,000 but not over
Over $18,000 but not over
Over $20, t not over
Over not over
QOver not over
Over not over
Over not over §
Over $38,000 but not over

14,0002
3,000

844,000

The tax is:
i

of the taxable income.
plus 18% of excess over

2,000.

prd

,000.

,000.

700, plus 20 7 of excess over
1.160 plus 219, of excess over
1, 520 plus 23% of excess over f
l 980 plus 259 of excess over $
lus 27% of

S
3.020. plus 289% of excess over
3,580, plus 30% of excess over
4,180, plus 31% of excess over
4, 800 plus 839 of excess over §

excess

3,000
0,000,

over

14,000.
lg ,000.
20100
292 nn

5 480, plus 349% of over
6.14 plus 36% of excess over
7.580. plus 379% of excess over
9,080 plus 399% of excess over

24,000,
2g.000.

11,400, plus 419% of excess

Over $44,000 but
Over $50,000 but
Over $60,000 but
Over $70,000 but
Over $80,000 but
Over $90,000 but

not over $4§0,000.._.
not over $60,000.___
not over $70,000...-
not over $80,000.___
not over $80,000___.
not over $100,000.._

Over $100,000 but not over $150,000.__
Over $150,000 but not over $200,000-.
Over $200,000 but not over $300,000..

Over $300,060..-

slg.BGO, plus
;18 440 ‘plus
$20,840,

$25,540, plus
20,0007
$3

,340, plus
80,000,
$ -.340b plus
smmio Oglus
] .540. J)lus
39 l,040 lus
0000()p
6,040, plus
$300

il 0

plus

__a @

-
4
=7y

43%
449
47%
48%
50%
829
54%
57%
609%
62%

cof

of
of
of
of
of
of
of
of
of

excess
excess
excess
excess
excess
excess
excess
excess
excess
excess

‘over
over
over
over
over
over
over
over
over
over

over
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“(F) For taxable years beginning on or after January 1, 1966:

“ le in is - The tax is:
ot Over 35000 ceee 769 of the taxable tncome.
Over $2,000 but not over $4,000. - 820, plus 179 of excess over $2,000.
Over $4,000 but not over $6,000. - 660, plus 19% of excess over $4,000.
ver $6,000 but not over $8,000_______ 1,040, plue 109 of excees over $6,000.
Over £8,000 but not over ,0 1,420, plus 219% of excess ovér $8,000.
Over $10,000 but not over §12, - 1,840, plus 229, of excess over $10,000.
Over $12,000 but not over $14,000_ ... 2,280, plus 23% of excess over $12,
Qver ,000 but not over $16,000.. .. 2,740, plus 249 of excess over $14,000.
Over $16,000 but not over $18,000..... 1220, plus 259% of excess over $16,
Over $18,000 but not over §20, 8,720, plus 26 % of excess over $18,000.
Over $20,000 but not over $22,000_ ... ,240, plus of excess over $20,000.
Over $22,000 but not over $24, ,800, plus %0 of excess over $22,000.
Over $24,000 but not over $28,000.._. 5,380, plus 80% of excess over 24.38(0).
Over $28,000 but not over $82, 300__-__ 8,080, plus 319% of excess over $28,000.
Over $32,000 but not over $88,000.._-- 7,820, p}lll 83% of excess over $82,000.
Over $38,009) but not over $14,000..... 9,800, plus 84% of excess over $38,000.
Over $44,000 but not over $50,000__.__ 11.48‘40 plus 38% of excess over
Over $60,000 but not over $60,000..... tls.“g ‘plus 86% of excess over
Over $80,000 but not over $70,000...... $1 .6%40[ ‘plus 38% of excess over
Over $70,000 but not over $80,000-_.-- 321 84&0'91115 89% of excess over
Over $80,000 but not over $90,000..___ $2 Q%ngb.pl“ 419% of excess over
Over $00,000 but not over $100,000..._ $ slg ‘plus 429% of excess over
Over $100,000 but not over $150,000._. ” I%Obo;ylus 44% of excess over
Over $150,000 but not over $200,000.._- ssgi%é jlus 479% of excess over
Over $200,000 but not over $300,000.._ z-rs,?fd plus  BO% of excess over
Over $800,000. .. $120,040, plus 529 of excess over
$800,000.°

“(G} For taxable years beginning on or after January 1, 1967:

“It t%c taxable income is: The t

ax is:
ot over $2, 8% of the taxable income,

Over $2,000 but not over $4,000. ... 300, plus 189% of excess over $2,000.
Over 34,000 but not over §6,000 620, plus 16% of excess over §4,

Over $6.000 but not over $8,000. 940, plus 17% of excess over $6,

Over $8,000 but not over $10,000_.-__ 1,280, plus 189 of excess over $8,
Over $10,000 but not over $12,000____ 1,840, plus 199 of excess over $10,000.
Over $12, but not over $14,000. 2,020, plus 199 of excess over $12,000.
Over $14,000 but not over $16,000 $2,400, plus 209 of over $14,000
Over $16,000 but not over 2,800, plus 21 9% of excess over ,000,

Over 318,000 but not over
20,000 but not over

Over $22,000 but not over 4,100, plus 289 of excess over $22,000.
Over $24,000 but not over 4,660, plus 249, of excess over $24,

Over $28,000 but not over 5,520, plus 25% of excess over .(6%.
Over $32,000 but not over $38,000.._. 8,620, plus 289 of excess over $32,000.
Over $38,000 but not over $44,000._._ 8,080, plus 27% of excess over $38,000.
Over $44,000 but not over $50,000.... 89,700, plus 289, of excess over $44,000.
Over $50,000 but not over $60,000_ ... $1i sosb. Plus ' 20% of excess over
Over $60,000 but not over $70,000.... $14,260, plus 80% of excess over
Over $70,000 but not over $80,000____ $1 ‘?6‘3’00 ‘plus 829 of excess over
Over $80,000 but not over $90,000..... 328, 80, plus 349% of excess over

. ' .-

Over $90,000 but not over $100,000... $23,880, plus 869% of excess over
Over $100,000 but not over $150,000-_ $27,480, plus 88% of excess over
Over $150,000 but not over $200,000... $4 .14365, lus  41% of excess over
Over $200,000 but not over $300,000... $68,980, plus 449% of excess over
Over 8800000 v e excess over

3,220, plus 21

of excess over

$3,640, plus 289 of excess over

Sco. 8. Section 8 of the Internal Revenue Code of 1954 (relating to optional
tax on income of less than $5,000 iz hereby amended by inserting before the
wgads “In leu of the tax” the letter ‘‘(a)” and adding the following new sub-
gection:
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“(b) In the case of a taxable year beginning on or after January 1, 1962, the
tax Imposed by subsection (a) shall, subject to the provisions of section 22, be
determined under this paragraph at the rates provided and effective for the
taxable years prescribed in the following tables:

“(1) For taxable years beginning on or after January 1, 1962, the tax
imposed by this section shall be the mid-point between the tax in effect as
of December 31, 1961, and the tax set forth in paragraph (2) subsection
(b) of this section.

““(2) For taxable years beginning on or after January 1, 1983, the tax im-
posed by this section shall be the tax shown in the following table:
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““(8) For taxable years beginning on or after January 1, 1964, the tax
imposed by this section shall be the tax shown in the following table:
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all be the tax shown in the following table

veginning on or after January 1, 1963, the tax

And the sumber of cnsmpiions b
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“(4) For taxable years
mposed by this section sh

i

ELEREEREEETERE

b a2

S P ]

7.




REVENUE ACT OF 1062

.
B

“(5) For taxable years beginning on or after January 1, 1968, the tax
imposed by this section shall be the tax shown in the following table

And (e vamber of soampiions b~

I
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“(8) For taxable years beginning on or after January 1, 1967, the tax
imposed by this section shall be the tax shown in the following table:
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Sec. 4. Section 11 of the Internal Revenue Code of 1054 (relating to the tax
on corporations) is hereby amended—

(a) by deleting subsection (b) and inserting in lieu thereof a new sub-
section (b) toread asfollows:

(b) NOBMAL TAX.—

“(1) TAXABLE YEARS BEGINNING BEFORE JANUARY 1, 1983.—In the case of
a taxable year beginning before January 1, 1063, the normal tax is equal to
30 percent of the taxable income,

“(2) SOHEDULE FOR REDUCTION OF NORMAL TAX.—In the case of taxable
years beginning after the date provided in the following table, the normal
tax, subject to the provisions of section 22, shall be computed at the rate
specified for such a taxable period in the following table:

““For taxable years berinning after: The normal tax is:
December 31, 1962 . cnmcmmeaeae 29 percent of taxable income,
December 31, 1963 - 28 percent of taxable income,
December 31, 1964 - e 27 percent of taxable income.”

(b) by inserting in subsection (c) before the words *The surtax” the
following heading: ‘“(1) TAXABLE YEARS BEGINNING BEFORE JANUARY 1,
1966.—" and adding a new paragraph (2) to read as follows:

“(2) SCHEDULE FOR REDUCTION OF SURTAX.—In the case of taxable years
beginning after the date provided in the following table, the surtax, subject
to the provisions of sectlon 22, shall be computed at the rate specified for
such taxable period in the following table:

“For taxable years beginning after: The surtax is:
December 31, 1086 21 percent of taxable income,
December 31, 1866 20 percent of taxable income.”

Sec. 5. Part III of subchapter A of chapter 1 of the Internal Revenue Code of
1954 is amended by the addition of a new section 22 to read as follows:

“SEC. 22. POSTPONEMENT OF TAX REDUCTIONS.

‘“(a) S1x-MONTH POSTPONEMENT OF REDUCTION OF RATES.—The President by
November 15 shall determine whether an imbalance in the budget of the Federal
Government for the current fiscal year would exist if the reductions in taxes
under sections 1, 3, and 3042 (relating to income taxes on individuals) and sec-
tion 11 (relating to the income tax on corporations) scheduled for January 1,
1964 and subsequent dates take effect. If the President deternines that an
imbalance in the budget would so exist, he shall, stating his reasons therefor
in an Executlve order, postpone until July 1 the date upon which such reduc-
tions of taxes are otherwise scheduled to take effect. In the next annual budget
message to the Congress the President shall recommend whether any reduction
in a rate of tax postponed under this subsection shall become effective on July 1
or whether such reductions shall be further postponed until the following
January 1.

*“(b) CoONGRESSIONAL AcTION oN RATE REepucrioNs PosTPONED UNDER SUB-
SECTION (a).—Congress may by means of a joint resolution which has become
law before May 15 act—

“(1) to make effective upon July 1 next the rate reductions scheduled
under sections 1, 3, and 3402 which have been previously postponed under
subsection (a) or to postpone surther such rate reduction dates until
January 1 and/or

*(2) to make cffective upon July 1 next the rate reduction scheduled
under section 11 which has been previously postponed under subsection (a)
or to postpone further such rate reduction date until January 1.

“(c) FURTHER PRESIDENTIAL ACTION ON RATE REDUCTIONS PosSTPONED UNDER
SussEcTION (a).—With respect to any rate reduction postponed under subsection
(a) as to which Congress has not acted under subsection (b) by means of a
Joint resolution which has become law before May 15, the President shall, by
May 15, further postpone until January 1—

“(1) any rate reduction scheduled under section 11 which has been post-
poned previously under paragraphs (a) (1) or (2),or

*(2) any rate reductions scheduled under sections 1, 3, and 3402 and
section 11 and which have been postponed previously under paragraph
(a) (2).

The authority of the President to postpone any scheduled tax reduction under
this subsection shall be used so as to permit the maximum possible reduction to
take effect on July 1 next in the taxes imiposed by sections 1, 3, 11, and 3402

82160 O——82—~—pt. T-—~2
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without causing an imbalance in the budget of the Federal Government for the
following fiscal year.

“(d) ToraL PostroNEMENT Nor To ExceEp ONE YEAR—Under this section
the date upon which a rate reduction is scheduled to take effect under section
1, 8, 11, or 3402 cannot be postponed under subsections (a) and (b) for more
than one year,

“(¢) BFFECT OF POSTPONEMENT ON SUBSEQUENT REDUCTION DATES.—When a rate
reduction date otherwise scheduled to take effect under section 1, 8, 11, or 3402 has
been postponed under subsection (b) until January 1, then as to the tax whose
rate reduction date has been so postponed, the rate reduction dates not affected
by such further postponement shall be deferred for one year upon the occurrence
of each such further postponement,

“(£) DEFINITTIONS.—When used in this section:

“(1) ‘Imbalance in the budget’ means the existence of a situation where
‘budget expenditures’ exceed ‘budget receipts’ as those terms are used in
the ‘Annual Budget Message of the President’ as submitted to the Congress.

“(2) ‘Rate reduction date’ means the date upon which would become
effective a reduction in the rate of a tax imposed by section 1, 8, 11 or 3402.

“(3) ‘Current fiscal year’ means the fiscal year used for Federal Govern-
ment accounting purposes during which a postponement provided by this
section i8 or can be made.

“(4) ‘Following fiscal year' means the fiscal year used for Federal
governmental accounting purposes which immediately follows the fiscal year
during which a postponement provided by this section is made.”

Sec. 8 (a) Section 187 of the Internal Revenue Code of 1954 (relating to
depreclation) i3 amended by changing the designation of subsection “(h)” to
“(k)” and adding four new subsections (h), (1), (1), and (1) as follows:

“(h) OPTIONAL DETERMINATION OF Userun Lire~If, after December 31, 1961,
the useful life of property stibject to depreciation ( determined in any manner
other than that provided in Subsection (1)) is greater than that set forth in
subsection (1) reduced by percent, then at the election of the taxpayer the
useful life of such property shall, for purposes of determining the depreciation
deduction allowed by this section, be reduced by such an amount as will reduce
sald useful life to one equal to the useful life as determined in accordance
with subsection (1) reduced by 25 percent.

“(1) CLASBIFICATION AND DETERMINATION oF USEFUL LIrp oF PROPERTY.—The
Secretary or his delegate shall publish a schedule covering all elagses of depreci-
able property, which sald schedule shall be divided into not more than 12 sepa-
rate categories. For each category of depreciable property so determined, the
Secretary or his delegate shall also determine and publish as part of the same
schedule the minimum useful life of such property recognized as a basis for
depreciation for income tax burposes as of December 31, 1960,

“(3) LiMrtaTioNs.—The reduction provided in subsection ( h) in useful life
of property subject to the allowance for depreciation shall be subject to the
following limitations:

“(1) Buch reduction shall be applicable only in the case of property
with a useful life of three years or more (determined without reference to
to subsection (h))—

“(A) The construction, reconstruction or erection of which is com-
completed after December 31, 1961, and then only to that portion of the
basis which is properly attributable to such construction, reconstruction,
or erection after December 31, 1961, or .

“(B) Acquired after December 31, 1961, if the original use of such
property commences with the taxpayer and commences after such date.
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“(2) Bxcept for-taxpayers whose accounting practices are prescribed by
some regulatory body duly authorized under the laws of the United States
or of any State thereof, the provisions of subsection (h) shall be applicable
only to taxpayers whose books and records are kept in accordance with the
determination of useful life of depreciable property there set forth and as
1imited by this subsection.

“(1) Cross REFERENCE.—

‘‘For special rule for treatment of gain (or loss) on sale of property
for which depreciation has been computed or has been allowable
under the provisions of this section, see section 1231(c).”

(b) BSection 1231 of the Internal Revenue Code of 1954 (relating to property
used in the trade or business) is amended by the addition after subsection (b)
thereof of the following new subsection (c) :

“(¢) PROPERTY SUBJECT TO SPECIAL RULE FOR DEPRECIATION.—In the case of
property subject to the special rule for depreciation provided in section 167(h),
the provisions of subsection (a) shall not be applicable except to that portion of
the consideration received on the sale or exchange thereof which exceeds the
original cost or other basis of said property in the hands of the taxpayer.”

(c) The Secretary or his delegate shall, within six months after the date on
which this bill shall have been enacted into law, prepare and publish the schedule
of useful lives of depreclable property provided for in subsection (i) of section
167 of the Internal Revenue Code of 1954 as added by subsection (a) hereof.

Sec. 7. Part III of subchapter O of chapter 1 of the Internal Revenue Code
of 1954 is amended by the addition of a new section 1037 as follows:

“SEC, 1087, NONRECXE%% OF GAIN ON CERTAIN SALES OR EXCHANGES OF

“(a) NONRECOGNITION OF GAIN.—If capital assets are sold by an individual
taxpayer within a taxable year beginning after December 31, 1961, and within
such taxable year capital assets are purchased, by the taxpayer, gain (if any)
from such sale or sales.shall not be recognized to the extent that the aggregate
purchase prices of the capital assets purchased during the taxable year exceed
the taxpayer’s adjusted basis of capital assets sold during such year.

“(b) PrOPERTY TO WHICH THIS SECTION APPLIES.—For the purposes of this
section the term ‘capital assets’ shall be limited to:

‘(1) Capltal assets as defined in section 1221, or

*(2) Property used in the trade or business as defined in section 1231 (b)
(1) but not including property described in section 1231(b) (2), (8) or
(4), held for a period of more than six months.

“(¢) Basis oF CAPITAL ASSET ACQUIRED.—To the extent that the purchase or
purchases of capital assets results, under subsection (a), in the nonrecognition
of gain on the sale of capital assets, then, as of the en of the taxable year
during which occurred the transaction or transactions upon which the gain was
not recognized under subsection (a), the adjustments to basis of each of the
capital assets purchased during and held at the end of such taxable year shall
include a reduction by an amount equal to the total amount of gain not so
recognized allocated to each capital asset so purchased and held at the end
of such taxable year in the proportion that the purchase price of such asset
bears to the aggregate of the purchase prices of all such assets purchased dur-
ing such taxable year and held at the end of such taxable year.

“(d) EreorioN To AppLy THIs SECTION.—An Individual taxpayer to have
this section apply shall, under regulations prescribed by the Secretary or his
delegate, file an election with his return for the taxable year in which occurred
the sale or sales of the capital assets with respect to which an amount of gain
would not be recognized under subsection (a).”
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Seo. 8. Section 2001 of the Interna! Revenue. Code of 1954 (relating to the
rate of tax on estates) is amended to read as follows:

“SECTION 2001. RATE OF TAX,

“A tax computed in accordance with the following table 1s hereby {mposed
on the transfer of the taxable estate, determined as provided in section 2051,
of every decedent, citizen or resident of the United States dying after the date
of enactment of this Act:

“If the taxable uuto is:

Not ovgr $5,000

Over
Over
Over
Over
Over

Over
Over

0 but not over S 10.000 .....
10,000 but not over $20,000.
20,000 but not over $:
30,000 but not over $40,000.....
40,000 but not over $50,000

$50,000 but not over $60,000._..

60,000 but not over $100,000_..

The ux shall be;

5% of the taxable estate,
gBS plus 4.25% of excess over $3,000.
300, plus 8.75% of excess over § 0,000
5, plus 8.569% of excess over $20,000.
1 ggg phis 119, of excess over $30,000.
y )y us

925, 13.56%
$4,275, ”glus 15.25%
50,00

0,
5 800, plus 17% of excass over $60,000.

of excess over
of excess over

Over gmo 000 but not over 8250 000._.
Over $250,000 but not over $300,000-_
Over $500,000 but not over $750,000--
Over $750,000 but not over $1,000,000.
Over $1,000,000 but not over $1,250,000.
Over $1,250,000 but not over $1,500,000.
Over $1,500,000 but not over $2,000,000.
Over $2,000,000 but not over $2,500,000.
Over $2,600,000 but not over $3,000,000.
Over $3,000,000 but not over $3,500,000.
Over $3,500,000 but not over $4,000,000,
Over $4,000,000 but not over $5,000,000.
Over $5,000,000 but not over $6,000,000.
Over $6,000,000 but not over $7,000,000.
Over $7,000,000 but not over $8,000,000.
Over $8.000,000 but

not
$10,000,000,
Over $10,000,000. - e

over

,8600, plus 18.259% of excess
sss.o‘us, lus 19.5%
383 725, fus 21. 285% of excess
$141.845. plus 22.5% of excess
sl‘fﬁggg oggus' 23.75% of excess
$257480 plus 25.5%
$3 12?3. lus 27.5%
$458,710. plus 80%
$608,710, plus 32.25% of excess
sfggsggg'i 0(%.;18 34.25% of excess
$041,210, plus 38% of excess
$lhlél.210. plus 38.59% of excess
6,1.566,21'0. plus 419% of excess
$1,916,210, plus 42.75% of excess
$2,343,710, plus 44.5% of excess
$2,788,710, plus 46.25% of excess
$3's7113'7itf605f”° 47% of excess

»

of excess

of excess
of excess
of excess

over
over
over
over
over
over
over
over
over
over
over
over
over
over
over
over
over

SEC, 9. (a) Section 2501 of the Internal Revenue Code of 1954 (relating to the

imposition of tax on gifts) is amended by changing ‘“‘calendar year 1955" to
read “calendar year 1962.”

(b) Section 2502 (relating to the rate of tax on gifts) is amended by deleting
the “rate schedule” in its entirety and inserting a new rate schedule as follows:
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RATE SBOHEDULE

“If the taxable gifts are: The tax shall
Not o‘v.er '“000 ..................... 1. 52’ of the taxable gifts.
Over $5,0 "but not over $10,000-___-_ 0 plus 8.20% of excess over

lus 6.26% of excess over $20,000.

Over $10,000 but not over $20,000
Over $20,000 but not over $30,000

§725 plus 5% of excess over $10,000,

Over $30,000 but not over $40,000_____ 8.25% of excess over
Over $40,000 but not over $50,000..__- $2, 17‘5 lus 10.289% of excess over
Over $50,000 but not over $60,000..-_. $3, 196 11.5% of excess over
Over $60,000 but not over $100,000.___ $4,340, 'lus 12.75% of excess over
Over $100,000 but not over $250,000__- $0.440, plus 18.78% of excess over
Over $250,000 but not over $500,000..._ $30,065, plus 14.50 of excess over
Over $500,000 but not over $750,000..._ $66,318, plus 169 of excess over
Over $750,000 but not over $1,000,000.. 3753136 plus 16.75% of excess over
Over $1,000,000 but not over $1,250,000 $14 8.‘, éo,o& 17.759% of excess over
Over $1,250,000 but not over $1,500,000 $1 't 85, plus 19% of excess over
Over $1,500,000 but not over $2,000,000 $a§9,§gg§§§us 20.5% of excess over
Over $2,000,000 but not over $2,500,000 $3i12. 765, l’us 23.6% of excess over
Over $2,500,000 but not over $3,000,000 $4§g i} 3, 06’0“ 24.259% of excess over
Over $3,000,000 but not over $3,600,000 85'913)’&1’0' ol us 25.75% of excess over
Over $3,600,000 but not over $4,000,000 $7 9 B 65 plus 279% of excess over
Over $4,000,000 but not over $5,000,000 ss}g ggg.mus 28.78% of exceas over
Over $5,000,000 but not over $6,000,000 h‘igb%igwlus 30.75% of excess over
Over $6,000,000 but not over $7,000,000 31*4336%6360'11108 829 of excess over
Over $7,000,000 but not over $8,000,000 $1,748,085, plus 33.3% of excess over
Over ss 000,000 but not over $2 051.0(55. i)lus 34.59% of excess over
$10,000,000. $8.000,000
Over km 000,000 _ oo $2

711,085, plus $35.259% of excess over
$10,000,080." $ %

SEc. 10, Section 3402 of the Internal Revenue Code of 1954 (relating to collec-
tion of income tax at source) is hereby amended—

{a) by inserting in subsection (a) after the letter “(a)” the number “(1)”
and adding a new paragraph (2) to read as follows:

“(2) REDUCTION OF WITHHOLDING TAX.—In the case of every employer
making payment of wages, the rate of tax imposed by paragraph (1) shall,
subject to the provisions of section 22, be the rate specified in the following
't;:g{e for all wage payments made after the date provided in the following

e:

“For_ payments made after: The withholding tax rate is:
une 30, 1962 _ . e 17.1 percent,
December 31, 1963 o oaa_ 16.2 percent.
December 31, 1084 . . __.__._ 15.3 percent.
December 31, 1065 _______ 14.4 percent.
December 31, 1966 oo - 18.5 percent.”

(b} in subsection (¢)-—
) (1) by Inserting after “withheld under subsection (a) :” the follow-
ng:
“(A) FOR WAGES PAID AFTER DECEMBER 81, 1954 :"
(2) by adding at the end of the tables in paragraph (1) the following:
“(B) FOR WAGES PAID AFTER JUNE 30, 1962 :
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“If the payrell peried with respect to an employeo ls biweekly—
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“If the payrolt period with respect to an employee Is semimonthly—
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17.1 peroont of the excess over $1,00C plus—
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“If the payroil period with respoct to an employee ls weekly—
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“If the payroll period with respect to an employee Is semimonthly—
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1 the payrell poriod with respoct o aa empleyeo Is mow dly—
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REVENUE ACT OF 1962

2880

(D) FOR WAGES PAID AFTER DECEMBER 31, 1984

*‘If the payroll period with respect to an employee is weekly—

3% seszssask | | =
NM ROPCO000CeCRDIECOO0ODIOIODOROCCODS P2ODSITCTTICOCTCODO mraDBCHD " " e
- S%IVSEREVEST | | 2
h FOOOO0OCOORQIBOCOS £ SOCOOTOCSDCO | ~NmMMEAC®O . o
= - FV2YIIERIVILE £
W geoOIcooccooco oc COCOOCTOITOOITO ~NaNvanCRAS~T -
- | R
. i 5338338°8s828ssRses |5 | »
£ ~ | .m ROCSTTCOSOBOD000SS000SI00S CODOCHTCOS T Ta<nnwerndrroR—N+tn m <
.2 —
- |3 SEEICREYIRTRANIFLIISELEIWSR | ¢ | B
_M gocoseocoe 1) ooc Bt L L L e L L < ] z 2
® 3 —]
3 - |3 _ S3EREXSSH2INIIIINRTRBEEY2PIRIFRR | £ | R
“ 8 SPCORT OSSOSO IO000RCECIOCIOOTOCICALS R L L L LT A e ey b hk-T X m s
- = —
3 - .ru 28982 wwowwmmmmmmwlw SIRBIISRNERILIAWEIFR/EZR | T | 8
~ ° fOsoSScoceco DVSVVORECVOCCO T T T T T TmmmatiitNN MUMECENBBOECOS N ./.&OWMIHM.HNS.IBNH - 2
© M - - w
£ - H 2\ .,wmomwwwwumwmowwow S22V EI2TNIIR2IIIRRIRIEAN2Z2RIFS | ¢ ! 8
w gocs2a=2zoc ODOC00000 ' T T T T Thdmum S ANt NG S - bbb A Ll e e Db L AL 33 ] - 3
2 —— 2
3, |7 2RY R8I R BB 2R 32BN R 2RISR IR EER IR 8T IR RARRRIFRRIRFESFAR 3
e i FECELETE T LT e e R L L L L T L T PP R L Y T ] m ]
R 275378 8233R8B2RS5 2382532282 IIRE229TILRIRARRSERESS Refsgs3sssesEs: | | &
uw Rpve SRR GGG E Do i E D% usmwnmmwwzuzmn R
e | | #}2RCZRIZIILARISAITRRZ2IIS2RIRIR2IBIRE mmmmwmmmo S Ed m 2
JSnmxe NEE&ERR] | L
H
;| L . L
3 3 ] E22]S .
;) 32 $3334 wmmummmzm senssdagsnasysaadiss g K
T :
T
RS | 5
: 8




2881

REVENUE ACT OF 1962

*/If the payroll period with respect to an employee Is biweekly—
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REVENUE ACT OF 19062
““If the payrell pericd with respect to an employse Is semimonthly—
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REVENUE ACT OF 1962

“If the payroll period with respect to an employee Is monthly—
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REVENUE ACT OF 1962

““If the payroll period with rezpect to an employee Is weekly—
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REVENUE ACT OF 1062
““If the payroll period with respect to n‘ouplonc is biweekly—
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REVENUE ACT OF 19062

“If the payroll period with respect to an employee Is semimonthly—
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““If the payroll period with respect to an employee is monthly—
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REVENUE ACT OF 1962

fect to an employee is a daily payroll period or &
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2890

“If the payroll period with respect to an emgloyes Is weekly—
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REVENUE ACT OF 1982
““If the payroll period with respect to an employee Is biweekly—
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Spo. 11. Section 6015 of the Internal Revenue Code of 1934 (relating to
declaration of estimated income tax by individuals) is hereby amended by
. ieserting in subsection (c¢) after the phrase “the individual estimates” where it

first appears the following: “, on the basis of the tax rates in effect on the last
day prescribed for the timely filling of the declaration of estimated tax.” -

Sro. 12. Section 6016 of the Internal Revenue Code of 1954 (relating to the
declaration of estimated income tax by corporations) is hereby amended by
Inserting in paragraph (1) of subsection (b) after the words “the corporation
estimates” the following: ¢, on the basis of the tax rates in effect on the last day
prescribed for the timely flling of the declaration of estimated tax,”. .

The CHamMAN. The first witness is John L. Connolly, Council of
the State Chambers of Commerce. :

Take a seat, sir.

STATEMENT OF JOHN L. CONNOLLY, ON BEHALF OF MEMBER STATE
CHAMBERS OF THE COUNCIL OF STATE CHAMBERS OF COMMERCE;
ACCOMPANIED BY EUGENE F. RINTA, EXECUTIVE DIRECTOR,
COUNCIL OF THE STATE CHAMBERS OF COMMERCE

Mr. ConNoLry. My name is John L. Connolly. I reside in St. Paul,
Minn. ; I am general counsel of Minnesota Mining Manufacturing Co.
I am chairman of the Federal Finance Committee of the Council of
State Chambers of Commerce, and I appear before you on behalf of
the 28 State and regional chambers of commerce which are listed in my
statement.

I have with me on my right, Mr. Eugene Rinta, who is executive di-
rector of the Council of State Chambers and a resident of the District
of Columbia.

Senator CarLsoN. Mr. Chairman, if I may state, I am pleased to
note Mr. Connolly is representingfhe Kansas State Chember of Com-
merce, as one of them. I have known Mr. Connolly and of his great
background as a tax accountant and attorney, counsel and attorney, so
I want our people back in Kansas to know tfmey are well represented.

Mr. ConnorrLy. We direct our remarks to the subject of tax on
foreign income. In addition, I would like to submit for the record our
views on certain other features of H.R. 10850.

SECTION 6

Section 6 amends section 482 of the U.S. InIternal Revenue Code of
1954 by adding a new subsection which contains specific factors to
be used in allocating income derived from purchases and sales of goods
b_:ai:.we.en American corporations and their controlled foreign sub-
sidiaries.

We are not opposed to any changes that are necessary but we feel
that the proposal is not necessary.

Seotion 482 now authorizes the Secretary or his delegate to dis-
tribute, apportion, or allocate gross income, deductions, credits, or al-
lowances between or among organizations, trades, or businesses, if he
determines that such distribution, apportionment, or allocation is
necessary in order to prevent evasion of taxes or clearly to reflect the
income of any organizations, trades, or businesses.

We feel that the present section is clear and gives the Secretary all
the authority needed to prevent evasion of U.S. taxes, or clearly to
reflect: the income of any organization, trade, or business,
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Section 6 contains broad rules but does not provide any definite
formula to be followed. We feel that the suggested changes will do
more harm than good. The definition of an arm’s-length price con-
tained in the proposed section is restrictive.

Most manufacturing companies sell their products to distributors
and not to other manufacturers. In sales to distributors the distribu-
tors perform the necessary selling function, which when sold to a con-
trolled foreign corporation will have to be performed by the pur-
chaser. In no event should there be quarrel with a selling price for
U.S. purposes if the domestic corporation sold to a controlled foreign
corporation at a price which included approximately the same margin
of markup as was made on domestic business after reduction for such
cost factors as further processing, packaging, sales, distribution, ad-
vertising, and transportation not required to be performed by the
domestic corporation. In some cases a lesser price is fully justified.

SECTION 11

We are opposed to section 11. The present provisions for determin-
ing the foreign tax credit have been in the law for many years. We
agree with Congressman Curtis of Missouri when he said, as set out on
p. B 38 of the report by the Committee on Ways and Means of the
House:

Thus, the gross-up proposal as contained in H.R. 10650 is fallaclous in prin-

ciple, inequitable in result, violative of treaty obligations, and dangerous in its
economic implications with respect to America’s role in internationat trade.
It requires the corporation to take into income amounts that have been
paid to some foreign government that have not been received and never
shall be received. This raises a serious constitutional question that is
hereafter developed in detail in this statement. The section is also
contrary to many U.S. tax treaties with other countries.

Secretary Dillon is not satisfied with the change in the foreign tax
credit under section 11. He suggests that the foreign tax credit on
investment income be computed separately and apart from the foreign
tax credits on other income.

SECTION 13

We are opposed to section 13. This section sets apart certain kinds
of income received by controlled foreign corporations and taxes such
income annually to U.S. shareholders. These types of income include °
personal holding company income, income derived from patents, copy-
rights, exclusive formulas and processes, insurance premiums on U.S.
risks, income derived from foreign base company sales, and the earn-
ings of controlled foreign corporations due to increase of their invest-
ments from earnings in developed countries.

We in the Council of State Chambers of Commerce have long had a
policy that no taxpayer should be permitted to avoid his legal obliga-
tion to pay taxes to the U.S. Government. On the other hand, we
are opposed to placing all taxpayers operating in these countries in a
straitjacket because of tax evasion by some. T

To the extent that some American taxpayers may be shifting to
controlled foreign corporations income derived from patents, copy-
rights, exclusive formulas and processes, insurance premiums on U.S.
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risks, and from base company sales or purchases between the domestic
corporation and a controlled foreign corporation, we believe the prac-
tice can be halted by adequate enforcement of the present section 482
of the Internal Revenue Code. There is no evasion of U.S. tax on in-
come derived from purchases and sales between controlled foreign
corporations organized and doing business in different foreign coun-
tries. Taxation of such income to U.S. shareholders would be an un-
warranted interference by the Treasury in the economies of other
councries. This would be equally applicable to intercorporate divi-
dends and interest paid or received between controlled foreign corpo-
rations in different countries. .

To tax U.S. shareholders on the current undistributed income of a
controlled foroign corporation which is a bona fide operating corpora-
tion is unecor.omic, has never been attempted, and, In our opinion, is
unconstitutional. If this radical policy is adopted with respect to for-
eign corporations, what will be the next step? Our views on the
constitutional and economic questions are discusssed in the detailed
statement which follows.

Secretary Dillon is not satisfied with the provisions of section 13,
drastic as they are. As we understand his testimony before this com-
mittee on April 2, he urges that U.S. shareholders be required to
report and pay income tax annually on their proportionate share of
profits earned )l,)y any controlled foreign corporation organized under
the laws of a developed foreign country. ‘

The Congress should consider the provisions of section 13 not only
as an internal revenue measure but as legislation directly relating to
our foreign trade and economic policies. The section deals with ex-
ternal trade and taxation in several ways, including the taxation of
income from transactions between two or more controlled foreign
corporations and taxation of earnings of a single controlled corpora-
tion because of investments in expansion or diversification. We feel
certain that no foreign country would long ignore this indirect U.S.
tax on trade between and among foreign countries.

In view of the implications of section 13 and other sections relating
to the taxation of foreign income, we strongly urge that they be re-
ferred to the Joint Committee on Internal Revenue Taxation and to
the Foreign Relations Committee for their thorough study.

The pertinent constitutional and economic questions relative to
sections 11 and 13 are discussed in the pages that follow.

THE CORPORATION CONCEPT

A corporation is a separate and distinct entity created by law and
having the same characteristics as a natural person. It can own
prgper}&y, sue and be sued, have a domicile, enter into contracts and
so forth. ‘

The corporate concept was developed to satisfy the needs of the
commercial world—to facilitate the pooling of capital in a common
owner separate and distinct from the shareholders.

This concept has been fundamental in the Anglo-American system
of jurisprudence. ’

ur courts have consistently and uniformly respected the integrity
of the corporate entity and have refused to disregard it except in those
82190—62—pt. 7——4
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cases where the corporation is used to work a wrong, evade statutes,
or where it is an alter ego of the shareholders.!

U.8. HISTORY OF TAXING THE CORPORATION AND ITS SHAREHOLDERS

Congress in enacting income tax laws—with the exception of the
Revenue Acts of 1913, 1916, and 1918 and the Foreign Holding Com-
pany Act of 1937 hereinafter noted—has imposed the income tax on
the corporation and not the shareholders.

The Revenue Acts of 1913 and 1916 provided that if a corporation
was formed or fraudulently availed of for the purpose of preventing
the imposition of the additional income tax upon its shareholders,
then undistributed profits of such corporations should be reported as
income by the shareholders.? Althougﬁ the requirement of affirmative
fraud was eliminated from the Revenue Act of 1918, the requirement
of tax evasion remained.?

The Revenue Act of 1921 eliminated the provision requiring
shareholders to report corporate earnings and instead imposed a pen-
alty tax on the corﬁoration if formed or.availed of for the prohibited

urposes.* This change was made by reason of the Supreme Court

ecision in the Eisner case.® At that time this committee said that
the case cast considerable doubt on the constitutionality of the existing
law.* Presumably this proceeded from a doubt as to whether imposi-
tion of the tax wasstrictly limited to cases of sham and evasion.

The testimony taken by the Joint Committee on Tax Evasion and
Avoidance. of 1937 showed that foreign personal holding companies
were being utilized by citizens and residents of the United States as
a device for tax avoidance purposes.” Income which would otherwise
be subject to Federal income tax was being diverted to and accumu-
lated mn forei%ﬂe countries in order that the American shareholder
would escape being taxed. To prevent evasion, Congress enacted
legislation which taxed the income of the foreign personal holding
companies to U.S. shareholders whether such income was actually
distributed or not. However, Congress did not attempt to tax the
earnings to the shareholders of genuine foreign operating companies
or widely held holding companies.® Congress has made no material
change in the foreign personal holding company provisions since 1937.

It must be emphasized again that at no time in the past has Con-
gress attempted to tax the undistributed profits of a bona fide operat-
Ing company to its shareholders. Nor have the courts ever intimated
that the profits of a bona fide operating company can ever be taxed,
without severance, as income to its shareholders. The statutory en-
actments referred to in the Revenue Acts of 1913, 1916, 1918, and 1937
are no more than a congressional declaration of policy within a con-
ventional constitutional framework which, even without the statute,
. clearly permits any court to look through the corporate entity where

the corporation is formed or availed of %or purposes of tax evasion.

1 Fletcher, “ fvclopedla Corporations,” vol. 1, sec. 25 et seq.

3 Revenue Act of 1913, sec. II, subsec. 2; Revenue Act of 1918, sec. 3.

2 Revenue Act of 1918, sec. 220. ‘

4 Revenue Act of 1921, sec, 220.

5 11.8. Constitutlion, amendment 18.

* Ways and Mesna Committee, 87th Cong., 18t sess., H. ReJ)h 360.

T Report of Joint Commlittee on Tax Evasion ana Avoldance, Aug. 5, 1037, Ways and
Means Committee, 75th Cong., Rept. 1546, ‘

8 Revenue Act of 1937, sec. 201,
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The proposals in H.R. 10650, to tax U.S. shareholders, disregard the
.distinction between the substance of legitimate business ectivities and
corporate sham. In our view the history of the income tax laws en-
acted by Congress after the adoption of the 16th amendment clearly
indicates that Congress has fully recognized the great body of judicial
decisions to the effect thai the corporate entity should remain inviolate
excegt where the corporation is ussd to work wrong, evade statutes,
or where it is an alter ego of the shareholder.

THE CONSTITUTIONAL QUESTIONS RAISED BY H.R. 10650

The power of Con to tax is granted by article 1, sections 2 and
9, and the 16th amendment of the Federal Constitution.

- It is not proposed that the tax imposed by sections 11 and 13 be
a;)portioned according to population. Therefore, it can be sustained,
if at all, only under the 16th amendment which permits a tax oh
income.

The 16th amendment authorized Congress to lay and collect taxes
on income, from whatever source derived, without apportionment
among several States, and without regard to any census or enumers-
tion.

SECTION 13—UNDISTRIBUTED PROFITS OF CONTROLLED FOR%.GN
' CORPORATIONS

In examining the copstitutionality of section 13 of the bill we must
determine whether an income tax upon U.S. shareholders for certain
classes of undistributed profits of a controlled foreign corporation is a
tax upon income. If the profits are not income to shareholders, then
it is clear that such a tax would be unconstitutional, without appor-
tionment, et cetera. .

What is income? The Supreme Court has expressed itself very
clearly on this subject several times. In the lea(fmg case, E'isner v.
Macomber, the Supreme Court said: 1°

¢ ¢ ¢ it becomes essential to distinguish between what i{s and what Is not
“Income” * * *; and to apply the distinction, as cases may arise, according to
truth and substance without regard to form. Congress cannot, by any defini-
tion it may adopt, conclude the meatter since it cannot by legislation alter the
Constitution, from which alone it derives its power to legislate * * *,

. In deﬁning income in the Eisner case, the Supreme Court said that
income was “everything that became income in the ordinary sense of
the word, after the adoption of the amendment.” ** .

There can be no dispute that profits and earnings of a corporation
are income. But the question is—whose income? The corporation’s
or the shareholder’s. The Supreme Court in the E'ésner case answered
that question by saying that the income was that of the corporation:

* » ¢ (L)ooking through the form, we cannot disregard the essential truth
disclosed ; ignore the substantial difference between corporation and stockholder;
treat the entire organization as unreal; look upon the stockholders as partners,
when they are not such; treat them as having in eqnity a right to a partition of
the corporate assets, when they have none; and indulge the fiction that they
have received and realized a share of the profits of the company which in truth
they have neither recelved nor realized.

* U.8. Constitution, amendment 186. '
10 Bisner v, Macomier, 252 U.B. 189, 208 (1919) ; 64 Law Ed. 521.
u 1bid., p. 204.
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On the other hand, in Gregory v. Helvering ** the Supreme Court
looked through the form and found that the corporation had no busi-
ness or corporate purpose and, therefore, disregarded the corporate
form for the purpose of taxation. This decision 18 in accordance with
thoe judicial decisions of the courts that the corporate entity is only
disregarded in those cases where the corporation is used to work a
wrong, evade statutes, or where it is the alter ego of the shareholders.

If shareholders are to be taxed in respect of the profits of the cor-

ration, the distinct entities of corporation and shareholders is
1gnored ; the corporate organization is treated as unreal; the stock-
holders are looked upon as partners. The Supreme Court said em-
pliatically in the E'isner case: *

The essential and controlling fact is that the stockholder has received nothing
out of the company’s assets for his separate use and benefit; on the contrary,
every dollar of his original investment, together with whatever accretions and
accumulations have resulted from employment of his money * * * in the busi-
ness of the company, still remains the property of the company, and subject to
businege risks which may result in wiping out the entire investment. Having
regard to the very truth of the matter, to substance, and not to form, he (the
shareholder) has received nothing that answers the definition of income wjthin
the meaning of the 16th amendment.

The Supreme Court has had ample opportunity to overrule the
E'isner case had it desired to do so, as, for example, in Helvering v.
Grifiths** To the contrary, in the Griffith case the Court explicitly
recognized that the Eisner case was direct authority for the proposi-
tion that Congress may not tax to the shareholders the undistributed
profits of a corporation.

In the cases of Railway Express Agency, Inc. v. Commissioner and
National Carbide Corporation v. Commissioner the Supreme Court of
the United States refused to ignore the corporate entities of subsidi-
aries arllgi to hold that the income of the subsidiaries was income of the
parent, i

The U.S. Supreme Court in Hoeper v. Taw Commissioner of Wis-
consin, which was an attempt by Wisconsin to tax the income of
Hoeper’s wife to Hoeper, said: *¢

* * * any attempt by a State toe measure the tax on one person's property or
income by reference to the property or income of another is contrary to due

process of law ag guaranteed by the 14th amendment, that which is not in fact
the taxpayer’s income cannot be made such by calling it income.

This is precisely what H.R. 10650 does.

In our view the E7sener case was good law when it was decided
and it continues to be tne law today. It is our opinion that the pro-
posal to tax undistributed profits of a controlled foreign corporation
toits U.S. shareholders is unconstitutional.

S8ECTION 11—FOREIGN TAX CREDIT

The bill requires a domestic croporation receiving dividends from
a foreign corporation to report as income annually not only the divi-

 t—

12 Gregory v. Helvering, 203 U.8. 465 (1934). .

12 B{sner v. Macomber, supra.'f). 211,

14 Helvering v. Griffiths, 318 U.B. 371 (1942).

18 Railway E:;&)reu Ayencg Inc. v. Commiseioner (1048), 169 Fed. 2d 193, cert, denied
336 U.S. 944, National Carblde v. Commiasion (1949), 336 U.8. 422.

16 Hoeper v. Tar Commissfoner (1030), 284 U.8. 208.
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dend received, but in addition to report as income annually a part of
the foreign tax paid by the foreign corporation.

The Supreme Court of the United States in the Biddle case had
under consideration the right of U.S. shareholders to include in their
returns the amount of dividends received from a British company
and also a part of the taxes paid by the British ~ompany to the Brit-
ish Government. The Court, sustaining the decision of the Board of
Tax Appeals, refused to allow the taxpayers to include in their in-
come tax returns a part of the taxes paid by the British company
and to claim as a foreign tax credit the amount of British tax that
was reported by them as income. The Court said : 17

The Board held that the sums in dispute should not have been included in
gross income, because they represented neither property received by the tax-
payer nor the discharge of any taxes owed by them to the British Government.

We fail to understand how, under the views expressed by the Court
in this case, the Congress can constitutionally require a domestic cor-
poration to include in net income taxes extracted from a foreign cor-
poration by a foreign government since the taxes do not represent

roperty received bi the taxpayer nor the discharge of any taxes owed

y the taxpayer to the foreign government.

No matter how you look at the provision of section 11 it is an at-
tempt to measure the corporation’s U.S. tax by reference to the in-
come paid by the foreign corporation as tax to a foreign country.

We trust that this committee will give serious consideration to
these corstitutional questions. Congress and the members of this
committee, as well as the U.S. Supreme Court, are custodians of the
Constitution.

FCONOMIC ISSUES RELATIVE TO TAXING U.8. SHAREHOLDERS ON UNDIS-
TRIBUTED PROFITS OF CONTROLLED FOREIGN CORPORATIONS

The administration has advanced four arguments for taxing U.S.
shareholders on the undistributed profits of foreign controlled cor-
porations. One is that it will improve our balance-of-payments posi-
tion. Another is that it will bring greater equity to the taxation of
controlled foreign corporations in relation to domestic corporations.
The third is that it will increase the domestic investment at the ex-
pense of foreign investment and, thus, will improve employment op-
portunities in the United States. Finally, it is stated that the change
in law would substantially increase Treasury revenues.

THE BALANCE-OF-PAYMENTS ISSUE

With reference to available data on foreign investments and our
balance of payments, it should be recognized that they do not portray
the relationships between the two with anything like the certainty and
validity required for legislative judgments to be based on them.

About a year and a half ago the Department of Commerce pub-
lished a 147-page analysis, “U.S. Business Investments in Forei
Countries.” In commenting on the difficulties and uncertainties in

37 Biddle v. Commisstoner (1987), 302 U.8. 57, p. 577.
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the relationships of business investments and our balance of pay-
ments, this report, on page 65, declares:

The process of establishing a vast complex of enterprises abroad, and pro-
ducing with these facilities new streams of goods and services, necessarily alters
in many direct and indirect ways the existing structure of international transac-
tlons as well as that of domestic economies. These changes cannot be summed
up in a single measure for several reasons—even for the direct effects the neces-
sary data are lacking, and the indirect effects may take considerable :ime to
work out and may well consist of changes not capable of measurement.

The Department of Commerce report, on page 67, further states:

A major resuit of assembling these data on the overall effects on valances
of payments of direct foreign investments is to point up the inadequacy of con-
clusfons about these effects based solely on considerations of the relationship
between net capital outflows and income receipts. These two items are highly
significant, but the whole range of international transactions is also affected
by the investments, as well as the degree and manner of utilization of the
world’s resources.

The Treasur{ appraisal of the balance-of-payments problem ap-

ars to rest substantially on conjecture. It is true, of course, that if

oreign investment should be discouraged by unfavorable tax legis-
lation, the outflow of dollars would be reduced. But the balance of
payments would not be improved in anything like the amount of
diminution of investment abroad. First of all, a substatnial part of
the investment is normally spent promptly for capital goods and
services in the United States with a consal:xent return of dollars.
Secondly, once the foreign activity is established, it usually generates
additional exports in the form of materials, parts, services, and even
finished goods. These exports in all likelthood would not occur if the
investment had not been made. Thus, the short-run improvement that
could be expected in our balance of payments from the proposed leg-
islation is more apparent than real,

Over the longer term there is no question at all about the effects of
curtailment of foreign investment. They would be adverse to the
balance of payments. This is clear from the record of recent years,
and it is demonstrated even in the Secretary’s own hypothetical case
of a foreign investment which he used to support his position in testi-
mony before the Ways and Means Committee.

TAXATION OF FOREIGN EARNINGS TO U.S. SHAREHOLDERS NOT EQUITABLE

The Secretary asserts that as a matter of equity investments in the
United States and those abroad must be placed on the same basis with
respect to taxation of earnings. There are two points we would like
to make to this argument. First, equity in taxation calls for equal
tax treatment of taxpayers in similar situations, It cannot, however,
be successfully argued that a controlled foreign corporation operating
outside this country is in the same situation as the domestic corpora-
tion operating within the United States. The domestic corporation 1s
taxed to finance Government expenditures which in various ways, in-
cluding protection, provide benefits to the corporation within the
United States. But the foreign subsidiary, operating abroad, gets
little benefit and, at times no protection, from the expenditures of the
U.S. Government. Seizures of American investments in Cuba and
elsewhere are a case in point. In the list of the entirely different risks
involved in foreign investments, they cannot be considered as compar-
able to domestic investments for the purpose of taxation.
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Equity of taxation also implies'equal treatment of competitors. The
foreign subsidiary is competing primarily with firms in the country
or countries where it is operatng. To the extent that its income 18
taxed by the United States in addition to the taxes it pays the forei
country, it is already burdened by lack of equity. Imposition of the
existing U.S. tax on undistributed earnings would compound the in-
equity against the subsidiary in relation to its competitors.

If 1t is fair for the United States to tax investments of its citizens in
this manner, it is equally fair for other countries to tax their citizens
in a like manner on their investments in the United States. It is
very doubiful if the American economy could have advanced to its
present stage of development if the European countries had adopted
such an unfavorable tax policy during the 19th century. If we now
adopt this policy, we feel certain that other countries will increase
their tax rates on our controlled foreign subsidiaries to the level of
our rates for the benefit of their own treasuries. They will do this
i)ec'ause of the operation of the foreign tax credit provisions of our tax

aw.

The question of equity with respect to taxation of foreign branch
operations as compared to subsidiaries has also been raised. To this
we would say that their situations are not similar. Where a corpora-
tion takes the option to operate in & foreign country through a branch
instead of a subsidiary, the choice is usually made because of favorable
~ U.S. tax considerations not available to a subsidiary, such as depletion-
allowances, net loss deductions, capital gains, and so on.

EFFECT OF FOREIGN INVESTMENT ON DOMESTIC ECONOMY

One of the reasons advanced for discouraging investment in de-
veloped countries is that it results in diminished investment and em-
ployment at home. No convincing factual support is offered for this
argument. It is based on the erroneous assumption that the foreign in-
vestment is made in lieu of a domestic investment. There is no as-
surance that such funds would be invested at home if a foreign invest-
ment were not made. But even if they were invested at home, they
might in the long run be less productive and beneficial to employment,
income, and the balance of payments. .

In addition to development of natural resources abroad, foreign
investments are usually made to acquire new markets, to maintain
markets which would otherwise be lost, or to regain markets which
have already been lost. None of these foreign investments can be
shown to have adversely affected employment here. If the invest-
ments were not made, the new markets would not be captured, exist-
ing gnax('lkets would be lost, and markets previously lost would not be
regained.

%)ance the investments are made, they tend to promote greater em-
ployment and production here. They develop a_permanent interest
of the American investor in foreign markets. Products which the
company produces at home, as well as those produced abroad, begin
to gain acceptance in the foreign country. Foreign sales and distri-
bution organizations are built up with consequent development of
new and expanded export business. The result is greater produc-
tion and bigger employment needs at home.
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REVENUE EFFECT ON TAX ON UNDISTRIBUTED INCOME

Obviously, the proposed tax on foreign income would give some
temporary lift to Treasury revenues. It is equally obvious that in
the long run it would adversely affect Treasury revenues. This ad-
verse effect would result from two factors. First, the income avail-
able for reinvestment and production of additional income would be
reduced to the extent of the U.S. tax extraction from undistributed
profits. Second, the proposal would discourage foreign investment
and would reduce future taxable foreign income from the level it
would otherwise reach. Moreover, no evidence has been offered to
support the contention or assumption that if foreign investments were
discouraged, domestic investments would be increased.

Even for the short run, any estimate of increased Federal reve-
nues would be highly speculative. In view of the paucity of reliable
data concerning the operations of American subsidiaries and the like-
lihood that other governments would increase their taxes on the in-
come of our subsidiaries, it could be that the revenues realized by
the Treasury would merely be nominal.

INVESTMENTS IN DEVELOPED COUNTRIES HELP UNDERDEVELOPED
COUNTRIES

The administration’s proposals are designed to discourage invest-
ment in developed countries while continuing present tax provisions
with respect to underdeveloped countries except for “tax haven cor-
porations.”

American investments and business operations in the highly de-
veloped countries have brought benefits to the underdeveloped coun-
tries. Improvements in production and marketing in other highly
developed countries, as well as in the United States, have lowered
the prices of goods and services, brought new products into being,
and increased the availability of new productive facilities and tech-
niques for the underdeveloped countries.

he profits of American business in the more hi%)hly developed
countries have provided surplus funds which may be invested in
these countries or in the underdeveloped countries. The increased
prosperity in the highly developed countries to which American busi-
ness investments have contributed also make it possible for these
countries to share with us the foreign aid programs for the benefit
of the underdeveloped countries. Tt should also be feasible for the
highly developed countries to share to a greater extent the costs of
mutual defense measures. These developments should act to ease
the foreign drain on our gold. ,

Continuing prosperity in both the highly developed and the under-
developed countries should contribute to a growing demand for
American goods and services. These countries can sell to us only if
they bny from us, because they, too, must reckon with balance-of-
payments problems and the need for gold.
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THE INVESTMENT TAX CREDIT AND OUR INTERNATIONAL
ECONOMIC POSITION

The Treasury has supported the investmént tax credit as a measure
to encourage the modernization of American plant and equipment,
the lowering of production costs, and the increase of American ex-
ports. Actually, this credit would subsidize some firms which would
increase investments anyway, would not necessarily stimulate the
export industries significantly, and would invite overinvestment b
some firms to gain a tax reduction, in spite of the effects on costs. 1t
is not clear that the credit, on balance, would materially benefit our
- exports and the balance of payments. .

At any rate, while the investment tax credit might have some stimu-
lating effects on our economy, other provisions proposed by the Treas-
ury, as previously noted, would seriously penalize American invest-
ment abroad and react unfavorably upon our foreign trade and the
balance of payments.

In our opinion, the best way to encourage growth of the American
economy is to reduce our high tax rates, and thus lower the tax costs
of our firms at home and abroad. We further feel that urgently
needed reforms in depreciation allowances would go a long way to-
ward speeding up plant modernization, lowering businuss costs, and
improving our exports and balance-of-payments position.

In conclusion, we reiterate our opposition to sections 11 and 13 of
H.R. 10850 and to the Treasury’s proposal to broaden the effect of
section 13 on the grounds of constitutionality and their detrimental
effect on our foreign trade. .

VIEWS ON CERTAIN OTHER SECTIONS OF H.R, 10660

In addition to the foregoing statement on foreign income provisions
of H.R. 10650, we wish to sugmit for the record our views on several
other sections of the bill which are of considerable interest and con-
cern to State chambers of commerce. These views follow:

INVESTMENT TAX CREDIT—SECTION 2

The investment tax credit is a device for reducing the taxes of
businesses which invest in certain depreciable property. It was
proposed by the President as a means of accelerating economic

owth and improving the competitive position of American industry
in_world markets through modernization of our industrial plant.

We do not believe that this tax credit device is a desirable method
of reducing business taxes or that it is the best way to encourage
plant modernization. Moreover, its revenue cost would tend to delay
enactment of needed depreciation reform and alleviation of other tax
restraintsto economic growth,

As a tax reduction provision, the investment credit is diserimina-
tory. In manufacturing industries it favors those whose plans call
for large investment in the immediate future and penalizes others
who have largely completed their modernization' programs in the
recent past. Public utilities would be given a 3-percent credit as
compared to 7 percent for other industries under H.R. 10650, and
would be allowed no credit under the Treasury’s recommendations
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while other industries would be allowed 8 percent. With respect to
industrial firms generally, the tax credit would favor businesses which
are currently growing rapidly as compared to those which have ma-
tured. Also, it would favor well-financed companies over those
which lack aéequate capital or credit.

By its very preferential nature, the investment tax credit is inap-
propriate as a mears of reducing business taxes. 'When business taxes
are to be reduced—and we believe their reduction is urgently needed—
the direct approach of rate reduction should be employed.

As an incentive for investment in modern industrial equipment and
machinery, the tax credit is a business subsidy since the property
acquired could still be depreciated at 100 percent of cost and it would
needlessly reward concerns which planned to make investments in any
event. The member State chambers of commerce in this council do
not seek a Federal subsidy for business. Instead, they favor reduc-
tions in Federal subsidies generally as one source of funds for general
tax relief and reform. :

RBPALISTIC DEPRECIATION NEEDED

Both the President and Secretary Dillon have expressed full recog-
nition of the need to modernize our industrial plant to meet the for-
midable competition of other advanced industrial nations in the world
markets. But this need will not be accomplished, in our view, through
the adoption of the tax credit, even though supplemented with pos-
sible modest administrative revisions in usefuli asset lives as have
been effected for the textile industry. We need much greater flex-
ibility in depreciating capital assets if the plant modernization objec-
t}lve of the President 1s to be attained. Briefly stated, our position is
this:

Business management can best determine the propriety of a partic-
ular method of depreciation and obsolescence in any given case.
Within the limits of scund and consistent accounting, business man-
agement should be allowed to exercise discretion in the choice of the
method and the rates of depreciation and obsolescence. At the sume
time, however, the taxpayer should be limited in his depreciation
deductions for tax purposes to the amounts he records in his books.
Such a limitation would reduce the initial revenue losses which might
otherwise occur and would prevent possible abuse of the provision.

In addition to the foregomg provisions, the Revenue Code should
also grant taxpayers the optional choice of asset class or bracket de-
preciation along the lines provided in the Canadian tax law. Under
this system assets are grouped into a relatively small number of
classes—17 in Canada—and specific depreciation rates, or minimum
and maximum rates, are assigned to each class. Thus, the concept of
useful lives is eliminated. If the taxpayer should choose this method
of depreciation, he should be permitted to keep separate depreciation
accounts, as at present, for tax and book purposes.

‘We urge the Congress to consider at an early date legislation along
the lines I have suggested as the best long-term means of keeping our
industrial plant up to date. We are not very hopeful, however, that
these proposals will be enacted as a part of H.R. 10650. What the
administration apparently is seeking through the investment credit is
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a quick stimulant rather than a long-term solution to the problem of
obsolescence. This objective can be attained by a simple amendment
to section 179 of the 1954 Revenue Code. That section now provides
for an additional 20-percent depreciation allowance in the year of
acquisition of tangible personal property but with a cost limitation of
$10,000 on which the additional allowance may be taken. Removal
of this limitation would provide the stimulus that is sought through
the investment credit but without the subsidy involved in the latter.

LEGISLATIVE EXPENSES—BECTION 3

Section 3 of H.R. 10650 is a partial solution to a problem which was
created by court and admin‘strative decisions. It relates to the deduc-
tion of expenses in connection with expression of business taxpayer
viewsat Federal, State, and local legislative levels.

There has never been a provision in the Internal Revenue Code pro-
hibiting the deduction of a business expense incurred for the purpose
of influencing legislation. The only limitation has been that the
expense must%)e “ordinary and necessary.” Treasury regulations and
court decisions, however, have created a situation in which all such
exgenses are now subject to disallowance.

ection 3 attempts to resolve the situation on a selective basis with
deduction of certain tys)es of expenditures being permitted and others
being denied. Generally, expenses incurred for direct communica-
tions with individual legislators or with legislative bodies are deducti-
ble but the cost of efforts to influence public opinion are not. We fail
to see the logic of this distinction.

Expenses incurred in attempts to influence the general public, or
segments thereof, for the purpose of legally protecting a business
against the enactment of damaging legislation are as necessary to the
business as any other expenses. Without having made the expendi-
tures, the business might no longer be able to produce as much in-
come, or an¥ at ail, for the Government to share. Similarly, expendi-
tures are often made by business firms to help promote community
development campaigns involving bond issues. Under section 3 de-
duction of these expenditures would be denied as attempts to influence
the public, although their normal result is improved business condi-
tions and higher incomes.

The provisions of section 3 which deal afﬁrmativell‘x with these ex-
penses are only a partial solution to the problem. For an adequate
solution we urge substitution of the language in 8. 467, by Senators
Hartke and Kerr, or H.R. 640 by Representative Boggs for the lan-
guage in section 3. Unless this action is taken, business taxpayers
will remain under a considerable handicap in attempting to compete
with tremendous Government propaganda machines whose activities
they are already helping to finance. Moreover, the denial of deduc-
tion of the expense of communicating with the public, or segments
thereof, under section 3 may be construed as being even more restric-
tive than the present Treasury regulation in that respect.
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BUSINESS BXPENSES—SECTION 4

While the provisions of section 4 are not as onerous and restrictive
generally as the Treasury’s recommendations, they still substitute
statutory judgment and the judgment of the Internal Revenue Service
for business judgment as to what expenses are “ordinary and neces-
sary” expenses. These provisions would also create serious complica-
tions for taxpayers in attempting to determine and substantiate deduc-
tions of legitimate business expenses.

We recognize that some abuses in business expense accounts do occur,
but they are the exception rather than the rule. The abuses can be
minimized by better policing on the part of the Revenue Service and
by requiring taxpayers to adequately substantiate the amount and
purpose of deductions. '

A more detailed statement of views which we generally support
was submitted by Mr. Clarence L. Turner on April 12 on behalf of the
Pennsylvania and other State chambers of commerce.

GAINS FROM DISPOSITION OF DEPRECIABLE PROPERTY—SECTION 14

Present law provides for the treatment of gains on disposition of
depreciable property as capital gains. Under existing restrictive al-
lowances for depreciation, this provision provides a sound meang of
encouraging business to replace worn and obsolete assets. Conse-
quently, we oppose elimination of the capital gains provision as pro-
vided in section 14. Upon enactment by Congress of provisions per-
mitting adequate flexibility to management in depreciating assets,
elimination of the capital gains feature would be a logical step.

TAX TREATMENT OF COOPERATIVES AND PATRONS—SECTION 17

We have consistently urged that cooperatives should be subject
to Federal income taxes similar to those imposed upon private enter-
prises. Otherwise, the private taxpaying competitor will surely be
destroyed and the Treasury loses not only the revenue it should have
from the cooperative enterprise, but also revenues it previously col-
lected from the taxpaying competitior.

Under section 17 it is intended to collect one tax upon tooperative
income. Unfortunately, by implying consent of the patron to assume
the tax on paper allocations from a general bylaw and notice, it is
very doubtful whether it will effectively provide a single tax. No one
will know whether it really does until after litigation. Unless the
bylaw consent provision is to be eliminated, the bill should be amended
to provide that the cooperative, as a related taxpayer, should remain
liable for tax upon any paper patronage dividends determined to
. be nontaxable to the patron. We do not like the callous tax-the-
patron approach but, if it is to be followed, it is questionable legisla-
:}ive' practice to reenact a loophole clearly pointed out by prior court

ecisions.

WITHHOLDING OF TAX ON INTEREST AND DIVIDENDS—SECTION 19

‘We oppose thissection. Its provisions would add considerable com-
plexity, confusion, and cost to both the taxpayers and the Treasury
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in the administration of the tax laws, and with questionable amounts
-of net additional revenues to result therefrom. Operation of auto-
matic data processing by Internal Revenue Service within a few years
should minimize such tax evasion as is now believed existent.

REPEAL OF DIVIDEND CREDIT AND EXCLUSION-—TREASURY PROPOSAL

The House Ways and Means Committee and the House did not
see fit to include in H.R. 10650 the administration’s proposal that the
4 percent dividend credit and the $50 dividend exclusion be repealed.
Secretary Dillon, however, has again urged such action by your
committee.

In the light of the basic argument offered by the administration on
behalf of tie investment cregi‘:,—to accelerate capital investment and
economic growth—the proposal to repeal the modest relief now avail-
able to investors from double taxation of dividends is completel
illogical. We certainly agree in the need to accelerate economic growt.
but it does not make sense to us to penalize an important source of
capital formation in seeking the objective. Instead of being repealed,
the dividend credit should Ee enlarged at the earliest practicable date.
This would be a positive move to encourage more investments in equity
capital which is a basic source of economic growth.

The following organizations have subscribed to this statement:

Alabama State Chamber of Commerce.

Arkansas State Chamber of Commerce.

Colorado State Chamber of Commerce.

Connecticut State Chamber of Commerce.

Delaware State Chamber of Commerce.

Florida State Chamber of Commerce.

The Florida State Chamber of Commerce desires to be recorded
as abstaining from the recommendations in this statement with respect
to taxation of cooperatives and patrons.

Georgia State Chamber of Commerce.

Idaho State Chamber of Commerce.

Indiana State Chamber of Commerce.

Kansas State Chamber of Commerce.

Kentucky State Chamber of Commerce.

Maine State Chamber of Commerce.

Michigan State Chamber of Commerce.

Missouri State Chamber of Commerce.!

! The Missouri State Chamber of Commerce desires to be recorded as helieving that the
Revenue Act of 1962, H.R, 106850, contalns someq veriv good grovis(ons: therefore, it does
not want to be interpreted as wanting to see this bill killed. Rather, It I3 endorsing a
statement which makes suggestions for Improving the bill. It also desires to be recorded
on three sections of the bill ar follows :

“(1) Investment tar oredit.—While wa very strongly support depreclation reform and
{eol th%t‘ ttl'du 18 a basic need for & sound tax system, we are not opposed to the investment
ax credit per se,

“(2) Legislative expenses.—We belleve that sec. 3 of this bill {8 a very important part
of the bill that can make a major contribution to successful operation of our democratic
institutions. Whila we strongly endorse Mr. Connolli"s suggestion that this sectlon could
be materially imgroved by the substitution of the languaga of 8. 467 (by Hartke and
Kerr) or H.R. 840 (by Boggs), we belleve that sec. 3 constitutes more than a move in the
rlfg{nﬁidlrecﬁon, but rather would make a real contribution toward solving basiec phases
0 8 problem,

‘“(3) Tax treatment of cooperatives.—Sec. 17 is a step Sn the right directlon, but we
are certalnly hopeful that the Senate will see fit to strengthen this provision i)y goling
just an far as {8 fearible toward equalizing the unfair competitive situation that coopera-
tives now have over their private enterprise competitors.”
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Montana Chamber of Commerce. .

New Jersey State Chamber of Commerce.

Empire State Chamber of Commerce (New York).

The Empire State Chamber of Commerce desires to be recorded as
having no position with respect to the investment tax credit, the tax
greasment of cooperatives, and tax withholding on interest and divi-

ends.

Ohio Chamber of Commerce.

. The Ohio Chamber of Commerce desires to be recorded as endors-
m% the investment tax credit provisions of the bill,
klahoma State Chamber of Commerce.

Pennsylvania State Chamber of Commerce.

The Pennsylvania State Chamber of Commerce desires to be re-
corded as not being opposed to section 11 of the bill which provides for
the gross-up into a domestic corporation’s income of foreign taxes paid.

South Carolina State Chamber of Commerce.

The South Carolina State Chamber of Commerce desires to be .
recorded as having taken no position with respect to sections 11 and
13 of the bill dealing with foreign income. ’

Greater South Dakota Association.

East Texas Chamber of Commerce.

South Texas Chamber of Commerce.

West Texas Chamber of Commerce.

Lower Rio Grande Valley Chamber of Commerce (Texas).

West Virginia Chamber of Commerce.

Wisconsin State Chamber of Commerce.

While the Mississippi State Chamber of Commerce has no policy
position with respect to H.R. 10650, it would urge Congress to enact
the Herlong-Baker tax revision bill, H.R. 2030 and H.R. 2031, and the
Boggs legislative expenditures bill, H.R. 640, . . .

One other State chamber of commerce in the council—Virginia—did
not have an opportunity to consider this statement prior to its presen-
tation. .

I thank you.

The CHAIRMAN. Mr. Connolly, I am interested in your discussion of
the investment tax credit.

T think you have made an excellent argument in opposition to it——

Mr. ConNorry. Thank you.

The CHaRMAN. With which I fully agree, and I note you close
your statement by calling it a subsidy. We have had quite an argu-
ment among the members of the committee as to whether it was a sub-
sidy or not. I contend it is a subsidy, and I think you say in your
statement that it is a subsidy.

Mr. ConNorry. I think we agree, Mr. Chairman.

The CramrmaN. I think you have made a very clear statement of
the reasons why the tax credit section should be eliminated from the
bill and I agree with it. I want to congratulate you on your views.

Mr. ConnNorLy. Iam sorry, I did not hear that.

The CrarMAN. I say I think you have mnade an excellent argument,
one of the best that has been made before the committee for the dele-
tion and defeat of the tax credit provision in the bill.

You are opposed to tax credit, aren’t you?

Mr. ConnNorry. That is correct.
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The credit for the statement on the investment credit is not due to
me; it is due to the members of our committee and our executive di-
rector, Mr. Eugene Rinta. ,

The CuAIRMAN. I just want tocommend you for it because the chair-
man is opposed to the tax credit.

So I am in agreement with you. And I want to thank you. I have
read your statement hastily but I think it is an excellent presentation
for the defeat of the tax credit in the bill.

Mr. ConNorry. Thank you, Mr. Chairman.

As I say, the credit for the statement is due to our cemmittee and

" Mr. Rinta.

l’ll‘he_ CuarrMaN. I am glad you called it a subsidy because that is
what 1t 18.

Some members of the committee take issue with the chairman when
he calls it a subsidy.

Senator Williams?

Senator Wirtzams. No questions.

I just merely join the chairman in congratulating you on the state-
ment and in fact that you are opposing this subsidy.

Mr. Connorry. Thank you, Senator.

The CHAIRMAN. Senator Carlson?

Senator Caruson. Mr. Connolly, there is at least one member of
this committee that would like to write some accelerated depreciation
that I think we need in this country. :

I would appreciate very much if you could come up with some lan-
guage that would be helpful to me, and I am sure to other members
of this committee on that.

Mr. ConNoLLY. Are you talking, Senator, about reform in our pres-
ent depreciation policies?

Senator CarusoN. Well, I want to make the changes that I think
are essential if our industry is to modernize and to be able to meet
competition in foreign countries, and I would like to participate in
writing that type of legislation that I would call accelerated de-
rreciatxo,n that is needed, I think, and I would sure appreciate some
arrxlguage along that line. )

he CHAIRMAN, I think the witness deals with that in his state-
ment.
) S}:anator Caruson. T hadn’t caught that. If he has, why, that is all
right.
lie CairMaN. There is one statement that I do not agree with.

You said what the administration apparently is seekin% through
the investment credit is a quick stimulant rather than a long-term
solution to the problem of obsolescence.

I don't think it is intended to be temporary. If this is adopted,
it will be a continuing tax credit throughout the Years, and the staff
of the committee has estimated that the cost of the first year would
be $1,400 million and in 10 years that increases to more than $2 bil-
lion a year.

So, T don’t think if it is adopted it is going to be a temporary
expedient. ‘

r. ConNorLy. The chairman may be correct.
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But the history of investment credit provisions in foreign coun-
tries seems to be temporary. They start out to make the credit perma-
nent but soon abandon it.

The Crairman. Well, it is intended to be permanent, I am confi-
dent of that. ‘

When you start a subsidy, it'is hard to stop it. We don’t stop
subsidies. We have a number of subsidies now and I don’t know of
any that have been stopped. To the contrary they have been in-
creased year by year.

Mr. Coxw~orry. I might say that our committee is opposed to it,
whether it is for 1 year or a thousand.

[Laughter.]

Senator WiLriams. It is my understanding, Mr. Connolly, that you
feel that liberalization of the present depreciation rates would be in
order but that it should be done in the framework of existing law
by more rapid acceleration of depreciation rates.

Mr. Convorry. Section 179 of the code, I think it was put in by the
Small Business Act, permits a 20-percent additional depreciation to
be written off in the year of acquisition, but it is limited to $10,000.
We say if something has to be done immediately, some kind of a stimu-
lant granted, then the limitation should be removed, and a complete
overhauling of our depreciation rates should be done later.

Senator Wirriams. That was my understanding. But all of that
would be done under the framework of a formula where the amount
of the writeoff over the period of years would be limited to 100 per-
cent of the cost.

Mr. ConNorLy, That is correct.

Senator WiLiams. Yes.

Mr. Convorry. In no caseisthe additional and regular depreciation
allowed more than 100 percent of the cost.

Senator Wirriams. 'Fhank you.

The Crarrman. Thank you very much, Mr. Connolly.

Sena or Carison. Mr. Connolly, before you leave I believe you
stated n your testimony this morning that you thought the foreign
tax, the taxation of foreign income provisions or section of this bill
had not been thought through and it ought to be referred to a com-
mittee for further study, isn’t that correct ?

Mr. Convorry. The Joint Committee on Internal Revenue Taxa-
tion and the Foreign Relations Committee. -

Senator C'arrson. That isall, Mr, Chairman.

The Cuamaran. Thank you, Mr. Connolly.

The next witness is Mr. Paul D. Seghers, %\stimte on U7.S. Taxation
of Foreign Income.

Will you come forward and take a seat, please?

STATEMENT OF PAUL D. SEGHERS, PRESIDENT, INSTITUTE ON U.S.
TAXATION OF FOREIGN INCOME, INC.

Mr, Securrs. Mr. Chairman, my name is Paul D. Seghers, and I am
a practicing attorney in New York City.

My appearance today here is on behalf of the Institute of U.S. Taxa-
tion of Foreign Income of which I am president. I also speak on be-
half of the New York Board of Trade’s international section, of which
I am counsel.
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In view of the limited time allotted my oral testimony I will only
stress a few points of major significance and I request that our written
statement which has been filed with the committee be made & part of
the record.

The CHAmRMAN. Without objection, it will be made & part of the
record following 1¥our oral presentation.

Mr. Sromzrs. Xirst as to the proposed amendment of section 482.

We are heartily in agreement with the objective of this Kro’f)osa.l
We believe, however, this objective could best be attained by the Treas-
ury making use of the great powers it already has under section 482 in
- conjunction with the additional information it is abls to obtain under
the new section 6038 which goes into effect this year.

We believe that the suggestions in the proposed revision to proposed
section 482 with regard to fixing of prices of intercompany sales would,
in practice, cause great difficulty ; no matter what is said or intended,
in all cases of intercompany sales involving a foreign corporation, no
revenue agent would be satisfied that prices were at arm’s length until
he had checked the results by comparison with the application of his
concept of the new provisions of section 482.

I say his concept, because some time would elapse before there would
be regulations for his guidance for this section.

The existing section 482 never had any regulations under it until
very recently. There were no real regulations until those that have
just been issued. And unti] such time as the regulations were issued—
and you must remember that under the 1954 code some regulations
haven’t yet been issued—it would be a matter of interpretation by the
individual agent, and if his idea of the formula would produce more
taxes, then the taxpayer would have to contest that.

The proposed addition to section 482 would cause a great desl of
uncertainty and difficulty. '

In the past, the test has been: “What is the fair price?” Neither the
law nor the regulations attempted to prescribe a formula. .

This bill likewise prescribes no formula, although it doss mention
a number of sug, d factors and a few rules rding it. The
only positive rule for pricing is that the assets to be taken as a factor in
any computation shall not include inventories or intangible assets,
which term includes accounts receivable from customers abroad.

We think that is a mistake. But the principal point is that legisla-
tion regarding a method of fixing the prices of goods in sales between
related parties should not be enacted until the Treasury has glven a
fair trial to the powers it now has under the existinE sections 482 and
6038 and has acquired some practical experience in this field.

TAX NEUTRALITY

Before going further it might be helpful to attempt to clarify two
points on which I fear there is basic misunderstanding.

First of all, it is consts,nt;l?v being said that income earned abroad by
a foreign corporation should be taxed at as high a rate as income
earned in the United States by a U.S. corporation.

Isthat true?

82190 0—62—pt. T——8
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Why should a forei corg;)ration pay as much for the privilege of
earning income abroad as a U.S. corporation pays for the privilege of
earning income in the United States?

Is it not worth something to be a resident of the United States?
Who grants the foreign ooxgoration the privilege of earning its in-
come abroad? 1Tt is not the United States, that is certain. Is it worth
ls\ome?thmg to be able to operate in the United States and make money

ere

Don’t our taxes buy something for us here in the United States?

Then why should foreign corporations pay as much U.S. taxes for
the privilege of earning income abroad as a U.S. corporation pays for
the privilege it enjoys here when earning income here?

It must be kept in mind that our tax on corporation income is only
a privilege tax. The same income, or what is left of it after that

rivilege tax, is taxed again when it is received by any stockholder.

his is recognized in the bill. U.S. individuals owning shares in a
foreign corporation would not be subject to our corporate privilege tax
if they choose not to avail themselves of the form of a U.S. corporation
to own the foreign shares.

Why, then, should the income earned and retained abroad by a
foreign corporation be taxed by us at as high a rate as income earned
by a U.S. corporation earned here in this country where it is free to
enjoy all of the benefitsits tax dollars pay for?

Ias not the owner of foreign shares the right to cry out that
“taxation without benefit is tyranny”?

Until that meney {s brought home, what is the benefit for which
those taxes are being, proposed to be levied, until there is some U1.S.
taxpayer who has received some benefit ?

BRICK AND MORTAR

The next point with respect to which there has been the greatest
amount of incomplete reasoning has to do with investments abroad
of income earned abroad. It is said that the money so invested never
will be repatriated. T am replying to the charge that we will never
get the benefit of that money, either as a contribution to our interna-
tional balance-of-payments positioh or for the purpose of income tax,
unless this bill is passed. "

This is incomplete reasoning. Let us stop and think this out.
When a U.S. company takes its shareholders’ money and builds a
plant with it, it will never get that money back—unless the plant is
disposed of. But no one says the shareholders or the Government
is thereby cheated. We know that the businessmen who have planned
and decided upon that investment expect to get back many times its
cost through its use, and the income it will produce, and that is what
happens in all but a few instances.

Now, what about the investment in foreign brick and mortar? Are
not the same principles applicable? Unless the plant is sold the
money spent for it will not come home but the purpose of all business
is to make money for its owners. They do not wickedly accumulate
all profit abroad just, for the pleasure of not paying U.S. taxes.

hey expect to and in the aggregate they do bring home for their
shareholders far more money than has been invested in that brick and
mortar and pay it out to their shareholders as dividends.
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Therefore, in the sense that it is being used it is not true to say that
the profits earned abroad and put into brick and mortar will never
be rgceived here or taxed. They will come home and they will be
taxed. '

Decisions in matters of this kind must be made in the light of ordi-
nary human experience and not abstract theory or trick phrases.

THE PROPOSED TAX ON THE ANNUAL INCREMENT IN THE VALUE OF SHARES
IN CONTROLLED FOREIGN CORPORATIONS

Now we get to the principal issue. The proposal to tax U.S. owners
of shares of a foreign corporation on the income it earns abroad -
before they receive that income.

What would be the effect of that tax ?

It would make it almost impossible for American enterprises to do
business abroad. This i)ro osal not only runs counter to our foreiEln
economic policy but will also establish a monstrous precedent. Al-
though a stockholder in a business doing business at home pays no tax
except on dividends as received, American shareholders in a foreign
corporation would be required to pay a tax immediately upon income
earned by the company, even though they had received no income
whatever from it.

Those earnings upon which stockholders were taxed would still be
s]ulbject to the risks of the business and might never be paid out to
them,

We would have established a clear statubo? precedent for ignoring
corporate entities and taxing shareholders directly for the earnings
of a business rather than taxing the dividends they received.

Having so condemned this monstrous proposal, what more shall
I say? The record speaks for itself. Many scores of businessmen,
many thousands of pages of testimony, many thousands and hundreds,
even hundreds of thousands of businessmen represented by their asso-
ciations have opposed these proposals, which are quite different from
those tentatively adopted and announced by the Ways and Means
Committee on February 1.

The Senate Finance Committee will, we are certain, act wisely and
fairly in judging the cause, not the cav3e of certain taxpayers but of
our foreign trade.

Government could not exist without the revenue it collects from
business and whatever hurts our business hurts Government as well as
the Treasury. What is more vital than the cause of our position in
the free world, which can remain free only if we can remain strong
and united? We are convinced our strongest ties with our neighbors
in the free world are created by U.S. business abroad rather than by
Government gifts. ‘ . )

May I stress here that this bill embodies a radically new and untried
theory devised by the Treasury for taxing U.S. taxpayers on amounts
which are not their income, that they did not earn, have not received
and may never receive. This is the tax on the annual increment in
value of shares of a foreign corporation, to be collected in advance of
the taxpayer’s realization of any income, a tax which Congress does
not have authority under the Constitution to levy in the form of an
income tax.
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. The changes proposed by the Treasury in basic Brinciples of taxa-
tion in effect for the past 40 years are not justified by the use of catch
phrases. Expressions such as “abolishing the privilege of tax defer-
ral,” or “doing away with interest-free loans,” do not justify taxing in
advance income that has not been received or realized by the taxpayer.

Criticisms of “artificial incentives” and “tax privileges” do not ex-
plain why the Treasury has made no proposal to repeal any provisions
of the Internal Revenue Code which grant such privileges.

There is a great deal of talk about taking away the privileges, but
no one has suggested any repeal of any provision. The truth is that
there are no such provisions to repeal. 'The statement that such tax
%%slation was enacted at the time of the Marshall plan to encourage

.S. business to help in the reconstruction of Western Europe is a
myth without foundation in fact. What the first of these Treasury
proposals seeks to accomplish is not the repeal of tax privileges, but
a hitherto unheard of extension of national sovereignty and juris-
diction to tax.

No other country claims authoritfy to tax income earned by a foreign
corporation beyond the borders of the taxing state and not received

by any taxpayer subject to its jurisdiction.
Xt cannot be taken for granted in considering these innovations that
every Congress since the inception of the income tax has been blind
to the nature and effect of existing law in regard to U.S. taxation of
foreign income.

It would seem that the Treasury has a heavy burden of proof to
justify these proposed untried, radica] changes in existing law, in the
face of all the évidence regarding their effect presented at these hear-
ings by U.S. businessmen whose experience and knowledge of busi-
ness, both at home and abroad, entitle their testimony to be accorded
great weight.

Finally, may I repeat the recommendation I have made many times
over the years: That, instead of seeking to handicap U.S. business
abroad, genuine help be given U.S, manufacturers producing goods
for exgort. Why not a tax credit based upon the amount of income
from the sale of such goods in export ¢ This would pinpoint aid where
it could do the most good in promoting exports and increasing factory
employment here at home.

hank you, Mr. Chairman.

The CHairMAN. Senator Douglas?

Senator Doveras. I think I should pass, Mr. Chairman, because I
was not here during the testimony of the witness.

Mr. Sroners. I regret, Senator, I won’t have the pleasure of ex-
changing answers with you.

Senator Dovaras. I may return later. [Laughter.]

This may be only a pleasure deferred.

Mr. SecHERrs, Thank you.

Senator Douvaras. But I have nothing at the moment.

The CrairMaN. Senator Goref

Senator Gore.. No questions.

The CrairMAN. Senator Carlson? .

Senator Curtis?
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Mr. Seeuers. I am sorry I didn’t follow my statement, Senator
Gore, ﬁerhaps you would have had questions prepared nmiy for me
but I thought I should bring up some new points, )

Senator Doveras, Mr. Chairman, 1 don’t want to let the wi‘ness
depart without having him clear up some questions that are in my
mind. [Laughter.] .

Would you agree that the present arrangements on the taxation of
subsidiaries of American vorporations abroad amount to this: That
their reinvested corporate earnings are not taxed whereas the rein-
vested corporate earnings of American corporations or of the parent
- companies and the partner companies are taxed ¢ . .

r. SeeHER. I think the fact that they are owned by Americans is
irrelevant. ‘We cannot tax the foreign income of a foreign corpora-
tion. We should not discriminate, therefore, against the income of a
foreign corporation that happens to be owned by Americans and dis-
¢riminate in favor of one that is owned by foreigners.

Senator Doucras. The reply is not responsive to my question.

I am not the expert that gou are. But just a plain, blunt, rather
stupid man, and I have to find these things out painfully, and I wanted
to ask you whether the present system of taxation of subsidiaries of
American corporations abroad amounts to their not being texed on
reinvested income whereas American corporations here at home are
taxed on reinvested income? .

Mr. SeeHERs. Senator, you were not here when I deslt with this
problem,

Senator Doueras. I think this question is appropriate. Would you
clear thatup? Am Ivrong or am I right

Mr. Seeners. Well, I don’t agree that the income of a corporation
should be taxed on its shareholders. You probably have shares of
stock of American corporations and don’t pay tax until you get the
dividends.

Now, as for income earned under the American flag and obtaining
the benefits of our American system certainly is getting some benefit
from the enormous taxes bein%collected. ertainly, there is some
benefit in operating here in the United States and that benefit is being
paid for out of the profits of business earned here.

Senator DoueLas. Mr. Seghers, I want to say in all kindness, I don’t
think you are responding to my question.

Mr. Seoners. I am not going to answer what you want me to say.

Senator DoueLas. What{

Mr. SeeHERrs. Pardon me. I am not going to say “Yes” to a ques-
tion which I don’t think properly states the problem.

The problem is this: Should we tax stockholders on income they
haven’t received from their corporation {

Senator Douvoras. At the moment I am not going into the question
as to whether we should or should not. I merely am going into a ques-
tion of fact as to whether the existing law taxes corporations here at
home on their earnings prior to reinvestment and, therefore, taxes
amounts reinvested whereas abroad it will tax earnings only as they
come back to this country, but earnings of the subsidiaries reinvested
are not taxed. ' -
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There is just a question of the existing law. Not on the question
as (o whether the existing law should continue or should be changed.

But. 1 am simply trying to find out what the existing law is.

Mr. Skaniers. Well, the existing law is we have no authority to tax
corporations that are not organized under the laws of this country,
that do not. earn their income here. You are correct in that.

Senator Dovaras. Well, then, is the answer “Yes” to my question ?

Mr. Skeners. I cannot answer a question of that kind simply, “Yes.”
I have to get the facts. By labeling it a subsidiary you are saying
in effect that a foreign corporation is and should be taxed differently
depending on whether it is owned by foreigners or Americans.

Senator Douvar.as. T am not going into the question as to whether the
present tax system should not continue. T am trying to find out what
the present t